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PREFACE TO THE SECOND EDITION. 


Since the first edition of this book was published, 
a great change has taken place in the position occupied 
by Co-operation. The visit of the American Com- 
mission to study Rural Credit in Europe, and the 
late Mr, Roose veldt’s Country Life Movement led 
many to investigate the economic and social effects of 
Co-operation in countries where it had attained 
considerable success. The progress of the movement 
in Ireland attracted the attention of many thoughtful 
men. But above all, the war has aroused a strong 
feeling that agriculture is far too important an 
industry to be neglected. Up to the beginning of 
the present century. Co-operation to most people 
meant stores or credit societies. It was a movement 
that chiefly concerned poor persons, who were unable 
to enjoy the advantages that accompanied the 
possession of capital. The average man expected to be 
able to get his food from a shop. Where the shop 
got the food from was not his business. It seldom, 
if ever, occurred to him that he was vitally inter- 
ested in the many problems of food production. The 
war changed that. It gradually came to be realised 
that the very much neglected industry of agriculture 
was a matter of vital and very close personal concern 
to everybody. It was unpleasant. The whole thing 
was unpleasant. Why did not the farmers feed 
the people ? It really was not nice to be told that 
it w.as no business of the farmers to feed the people, 
but that the farmers, like others engaged in industries, 
were aiming at the highest profits. In India, at 
this present timcj there are a vast number of people 
w!^o have the same ideas that were prevalent in 
England in 1914. They believe that it is the business 
■of the cultivators to supply the towns with food. 
If food is dear, the fault lies with the cultivator or 
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Government. It never occurs to these good people 
■tliat it k the business of' the cultivators to, _get the 
highest profits out of tlieir mdustrv, and that the 
towns must buy where they can, just as the poor 
cultivators have had to do for many years past. 
There has been organization m the towns, and the 
towns have grown rich. It ii^ realised that there 
must be organization in the villages if the vast major- 
ity of the population are ever to achieve any measure 
of economic independence. 

mere there are people possessed of available 
capital, there can be combinations on. a basis of 
capital. Where, however, the people have little 
floating capital, there must be some other basis, 
and the only basis that seems likely to make any 
ajppeal to people with a free choice is that of common 
humanity. 

In this edition I have departed from the inten- 
tion of the former one in that I have endeavoured 
to give a wider idea of the many views entertained 
on the subject mother countries. It is extraordinary 
how difficult it is to persuade even educated men 
that co-operation is worthy of serious study.^ They 
are so imbued with the capitalist ideas of organization, 
that they are not ready to devote time to the under- 
standing of the alternative form that is, by the 
accumulated evidence of practically the whole civi- 
lized world, the only form at all suitable to the one 
industry of absolutely paranrount importance to 
everyone of us. In the first edition, I devoted much 
space to pronouncements made in India. In the 
present one, I have attempted to sho%v ^ thafi the 
ideas held here are the ideas which experience else- 
where has shown to be the correct ones. I have 
tried to secure information about as many Acts in 
other countries as I could ; there is a marjred 
similarity, but such variations as there are deserve 
study when the amendment of the law is under 
consideration. Now that Co-operation is a transferred 
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subject, there will be independent attempts to amend 
this Act in the different legislatures. I have discussed 
all proposed amendments in their proper places and 
it is hoped that the information here collected, 
will prove useful in this connection. Now that 
Co-operation is developing into a force that no one 
of public spirit can afford to ignore, it is desirable 
that critics and more active workers should have 
a handy book of reference, supplying information 
as to the views of the chief writers on the subject ; 
I have been at pains to give as many views as 
possible, and to add the necessary references to the 
text. 

I have added several chapters on the more im- 
portant questions on which it is essential that clear 
views should be more widely entertained. Co-oper- 
ation is, in one sense, education in the business of 
every day work ; and, in a backward country, it is 
very important that correct views should prevail. 
To place India on the sure road to prosperity, there 
are required a widespread knowledge of co-operative 
principles and practice, a full acquaintance with the 
success achieved by the movement in other countires, 
and an accurate appreciation of the position of co- 
operation in a modern State. 

There have been very few cases before the courts. 
In most that have come to my notice, the courts 
have not shown themselves to be fully acquainted 
with the law relating to Co-operative Societies. In 
one startling case, the first and second appellate 
Courts did not understand the meaning of liability ; 
I have not thought it necessary to quote this judg- 
ment. The India Act forms an excellent framework 
on which to hang discussions on all the more impor- 
tant points, so that, although this edition is far more 
concerned with principles than with law, the former 
title has been retained. At the same time, it is 
hoped that the book will prove useful to those who 
wish to study principles apart from the law. Most 
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of the notes are applicable to the law of almost any: 
country. 

It was objected that, in the first edition, I had 
gone too far afield for some of my illustrations ; in 
this I have gone further. Very much the same 
difficulties are confronting people all over the world ; 
and we, in India, should not hesitate to profit from 
the experience of success or failure in other countries. 
The first edition was used for the instruction of the 
staff of auditors and propagandists ; in this I have 
added definitions, extracts and other details that such 
workers should Icnow, if they are to teach sound 
views. I should be very grateful for any hints as 
to mistakes or omissions, that may be noticed. 

The UhFehrmry,n2l. H. CALVEET. 


EXTRACT FROM PREFACE TO FIRST 
EDITION. 

This book is not intended to enlighten the 
already enlightened. It lays no claim to originality 
but is merely an attempt to explain the Co-operative 
Societies Act in the light of various official pro- 
nouncements and of the recorded experience of 
other countries. 

It attempts to show what has been done else- 
where and so to provide in convenient form what 
should be known to all engaged in the Co-operative 
movement. 

For any merit that may be discovered credit 
must be given to those from whom I have learned. 
For the defects I am responsible and for all construc- 
tive criticism I shall be grateful. 

This book bears no official authority whatever, 
but practically in no particular have I differed 
from the dicta contained in official pronouncements. 

Lahoke : 

The^th December, 


H. CALVERT. 
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INTRODUCTION. 


In tlieir Report on Co-operation in India, Sir Edward 
Maclagan’s committee note that most of tlie faults foimd in 
societies are due to the lack of teaching of true co-operative 
principles and that the importance of proper teaching can 
scarcely be exaggerated. They dealt with some of these 
principles but made no attempt to write an authoritative 
manual on the subject. Their task was rather to examine 
the higher financial aspects of the movement than to prescribe 
the proper rules to be observed in the every-day business of a 
society. Prior to the drafting of the bill which grew into 
the Co-operative Credit Societies Act of 1904, the Government 
of India made a very lengthy and very thorough examination 
of the whole subject as it was then understood. The difS- 
culties of rural finance had repeatedly called for and had 
secured the closest attention as each period of scarcity and 
distress succeeded another^ Various measures w^ere resorted 
to until it becomes difficult to grasp the full sum of 
the enormous efforts made to cope with the problem. Famine 
Relief, Irrigation Works, Railways, acts for the relief of 
agriculturists, for advancing capital and for saving them 
from expropriation all testify to the solicitude of Government. 
It is not intended to enter into any discussion of India’s 
most pressing economic problem or of any of the measuree 
adopted to solve it save this one of co-operation. The 
Government of India in introducing the Act to the coimtry 
puMished an unusually clear and illuminating resolution but 
they refrained from any lengthy exposition of the new law 
or of the principles and practices w^hich had come under 
review*in the framing of it. Their, aim was to lay down 
merely the general outlines and to leave the details to be 
filled in gradually, on lines which the experience of failure 
or success and the natural development' of the' instilmtions 
may ^indicate as best suited' to -each' part,, of' the couiitiy. ,• 
So far, therefore, as it dealt with the; constitution of the 
societies, the provisions of the Act were confined to those 
general principles which all Co-operative Credit Societies 

^ For a review of the whole 'discussion, tte’ reader cannot do better 
than consult Bay’s Agricnltiiral Indebtedness, . 

CBA ] 






. INTROBTCrCTIOH* 

' !■ 

must accept as tie condition of being permitted: ' to en|c)y 
tie advantages afforded by special legislation. ■ , Tie ' 
object of this book is to fill in tie details so far as tiisoan be 
done at present and to provide material for guidance when 
new questions come up for decision. It seeks to facilitate 
tie teaciing on wiici tie committee on co-operation rigitly 
muci stress by providing, in a iandy form, tie results 
of tie experience gained in many countries. 

In tie first place it must be understood tiat tie Act 
represents merely one stage in a lengtiy progress. Sir 
William Wedderburn’s scieme for an agricultural bank 
jmopounded in 1882-83, was not considered suitable/ but 
tie essential elements were provided for in tie Land Improve- 
ments (1883) and Agriculturists' Loans (1884) Acts. Tiese 
enable tie cultivator to obtain money at a low rate of interest 
for productive purposes approved by Government. Every 
loan ias to be secured by sureties or by a charge upon tie 
land. Tie revenue officials supervise tie employment of 
tie money; accurate^ accounts are maintained and punctu- 
of repayment is insisted upon. Tie main points of 
between this takkavi system and an Agricultural 
Bank are that Government provides the capital^ and takes 
the nsk^ of loss. In both the collection of principal and 
interest is entrusted to the subordinate revenue staff From 
the point of view of the cultivator there is little difference 
between borrowing from Government and borrowing from 

an Agricultural Bank on the Egyptian model. In both cases, 

the borrower has no interest in the welfare of the lending 
body or in that of his fellow-horrowers ; he has no participa- 
tion in the profits and no control over the management.* 

^ Government of India Resolution. 

® For details_ see Bay’s Agricultural Indebtedness, p. 243, ei seg. 
scheme was held to be financially unsound : ‘ no amount of support 
01 encouragement from Government can render banking oper^ons 
successful, whether in India, or elsewhere, if they are begun on an^sonnd 

ana are not conducted on true commercial principles.’ Ibid, p. 253. 

Sir IV. Wedderhurn’s scheme Government was to'' advance 
iaKns 01 rupees to liquidate existing debts. 

stimulate thrift and self-help ; Land Banks 
nr, tho advocate Agricultural Banks 

Egyptian model, are usually insufficiently acquainted with the 
world s expenence of two systems. It is surprising to find Brofessor 
l : 2nd Edn, p. 412) that ‘ Co-operative 

TW IVT. T7i® indebtednesi of the 

Fhey^oamot tou;^ the real evil of the existing and long-standing 

•^sdv experience shows that co-operative credit® 

d.4 I effort to 

?!,n„ld nntt “■ hopelessly involved, that they 

should not be encouraged to repay the usurer in full. ^ 


INTRODTJCTION. 


3 


In 1892, Mr, (now Sir F,) Nicholson was placed on special 
duty by the Madras Government for the purpose of enquiring 
into the possibility of introducing a system of agricultural 
or other land banks. His report in two volumes (1895-97) 
was reviewed by the Madras Government in 1899 and came 
under the notice of the Government of India in 1900. 
About the same time Mr. H. Dupernex, i.c.s., after much 
study of the question began to experiment with village banks 
in the United Provinces and published a little boob, Peoples’ 
Banks for Northern India,” in 1900. This came also 
under the notice of the Government of India, and as a result 
the question of introducing Co-operative Credit Societies 
into India was considered by a committee which met in 
Calcutta in December, 1900. This committee was of c pinion 
that societies on Eaiffeisen lines might prove suitable. There 
next appeared the Eeport of the Famine Commission (May 
1901), with its recommendations in favour of Mutual Credit 
Associations. It must be remembered that amongst the 
members of this commission, presided over by Lord Mac- 
donnell, was Sir F. A. Nicholson whose reports have been 
mentioned above. The commission wrote (Section IV). 
We attach the highest importance to the establishment of 
some organisation or method whereby cultivators may obtain^ 
without paying usurious rates of interest, and without being 
given undue facilities for incurring debt, the advances neces- 
sary for carrying on their business. Agriculture, like other 

industries, is supported on credit The Saiik&r 

or bania has, from being a help to agriculture, become, in 
some places, an incubus upon it. The usurious rates of 
interest that he charges and the unfair advantage that he 
takes of the cultivators’ necessities and ignorance have, over 
large areas, placed a burden of indebtedness on the cultivator 

which he cannot bear^. ...It should be understood 

from the outset, and made perfectly clear to all concerned, 
that the establishment of a village bank does not imply the 
creation of an institution from which the villagers may draw 

money at their discretion .It is not intended to frighten 

the village money-lender by permitting a rillage bank to 
enter into competition with him over the whole field of his 


India despatch of ; 1884: ( Ray, p. 242) ; ‘There 
are indications that India suffers from want of loanable capital, , . . 

■The agrienl.tmrist-, when4n' need of money .for, the most prudent purposes 
has to pay so dearly lor a loan that it absorbs the profit of Ms business/ 
This quotation possesses some historical interest. In 1884, deposits In 
all banks in India amounted to less than 17 crores, in 1908 they exceeded 
163 crores. What India suffered: 'Irom in 1884 was the lack of a sound 
system of rara! credit. 
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business ; still less is it the intention to encourage borrowing 
for unproductive purposes. No association, borrowing on 
the joint responsibility of its members, would be justified in. 
devoting any of its funds to loans for unproductive purposes. 
It does not consequently enter into the scope of a village 
bank’s operations to lend for marriage festivities or for caste 
feasts or for similar objects. If people wish to borrow money 
for such purposes or for any other purpose unconnected with 
agriculture, they must still go to the village Sauk4r or bania. 
The Co-operative Agricultural Bank only aims at freeing the 
great business of the cultivator’s life from the terrible burden, 
which now presses on it owing to the usurious interest taken 
for agricultural loans. 

The commission then proceeded to state the principles 
(Eaifieisen) on which they considered these credit associations 
should be started. 

^ The whole question was then referred to a committee 
which sat at Simla in June and July 1901, and drafted a bill 
and model rules. These were circulated for opinion and 
after much discussion, the Co-operative Credit Societies Act 
of 1904 was passed. The new law was introduced and 
explained to the public in a very able resolution bv Sir Denzil 
Ibbetsonh The Act w-as largely framed on the English 
Friendly Societies Act. It was put into practice throughout 
India and came in for a certain amount of criticism, especially 
at a succession of conferences of Eegistrars. As a result of 
the experience gained, a new Act, the present Co-operative 
Societies Act of 1912, was passed but the principles of simpli- 
city and elasticity w^ere retained. The present Act is thus 
the result of the careful and prolonged consideration of a 
large mass of material, acts, rules, opinions, etc., and one 
object of tMs little book is to explain the Act in the light of 
this material. The Act everywhere followed precedents and 
powhere introduced a novelty. In some cases, whole 
sections, in others clauses and in others special words have 
been adopted from other Acts. These Acts have been 
interpreted in various courts and the consequent rulings 
will come up for consideration before our courts in India and 
will guide them in their decisions. We are thus to a con- 
siderable extent bound by rulings recorded before the discus- 
sion in India commenced. An attempt has been m^de to 
explain how these ruhngs affect the Act. The Act left many 
points for future decision, and it is hoped that the material 
eolleeted wiU help in the solution of many questions that 

^ Rev. and Agr.— l-CS-S, dated 29-4-1904. ~ 
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' feqnire: to be answered.,' Hitherto both Act and ' rales ha¥e 
dealt with bare nece but there are many points, not 

touched oil in them, upon which societies required advice 
and guidance, and it is hoped that some assistance will be 
'"forthcoming from the pages that follow. 

The Act had to arrange for the fitting in of co-operative 
principles with the general company law of the land, and 
to the average busy man it is not always easy to distinguish 
the sections embodying co-operative principles from those 
binding all associations ; moreover the English co-operators 
have included men who have fought long and earnestly for 
their rights and what they have won after decades of endeav- 
our, the Indian legislature has conceded from the start. 
Exemption from Income-tax is not in England a privilege 
as suggested in this Act but a right won from the Treasury 
and acknowledged by Parliament. 

In their introductory resolution the Governmentof India 
explained that Legislation was required to take co-operative 
societies out of the operation of the general law on the 
subject^ and to substitute provisions specially adapted to 
their constitution and objects. In the second place, it was 
desirable to confer upon them special privileges and 
facilities, in order to encourage their formation and assist 
their operations ; and, thirdly, it was necessary to take such 
precautions as might be needed in order to prevent specula- 
tors and capitalists from availing themselves, under 
colourable pretexts, of privileges which were not intended 
'for them.” 

For the provisions of company law, rendered inapplicable 
by section 48, the Act substitutes modifications in sections 
;3, 8, 9, "10, 11, 12, 13, 15, 16,17, 18, 20, 23, 24, 26, 26, 35,, 36, ' 
;::37 j 38, '39, and 42. These all follow ■ closely sections of the. ■ 
Indian Companies Act, the Registrar taking the place of the ' 
Court. , Privileges and faiCilities are confemd by sections '19, 
21, 22,23, 27,28, 39, 40, and 41, while the precautions"' are' 
embodied in sections 4, 5, 6,. 13, 'and 141 

The only provisions in any- way special to co-operation' 
are the -insistence on unlimited liability' in sections' 4, 'and 
sections 14, 29, 30, 31, 33, and 34. The conservation of co- 
operative principles, referred 'to in sectio'ns 4, is left to the ■ 


instance, section 4, Indian Companies Act. -'Before 'lli© 
Honse of Lords Committee on The Thrift and Credits Bill, Mr. - Wo'li ©aid' 
there was no reason why Central Banks , should not le;pIaeed, nEder',,.::,the:^ 
. Companies Act, but Mr. Wolfi makes' - no . claim to a knowledee of 
. Company law. ^ 
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rules and by-laws ■; the former are' to be framed by the Local 
Government and the latter have to be -^approved by the' 
Eegistrar before registration. 

The first point of importance to be noted about the Act 
is that it is a modified code of company law and so necessi-- 
tates the strictest adherence to rules and byda ws. The exist* 
ing Companies Act follows very closely the English law and 
so inherits many judicial rulings upon the latter. It is the 
result of generations of trial and is thus not lightly to be 
criticised. It must be remembered that in most European 
countries associations were prohibited by laws against com- 
bination and conspiracy.^ In England these were repealed 
in 1824, but the first Friendly Societies Act was passed in 17 93. 
The Kochdale Pioneer’s commenced operations in 1844^ 
while in Germany Eaiffeisen opened his first bank in 1847*48. 
The principle of voluntary association for lawful objects/ 
once conceded, has contributed enormously to the materia! 
prosperity and moral elevation of the English working classes, 
while co-operative credit has proved the saviour of agriculture 
on the continent of Europe. The English and Scotch Co- 
operative Societies are mostly registered under the Industrial 
and Pro-vident Societies Act of 1893, which is the result of 
much experimental legislation commencing from 1852. The 
credit societies in Ireland) are^ mostly registered under 
the Friendly Societies Act, 1896 (amended in 1898), which is 
the last of a series dating from 1 793.^ Similarily the existing 
laws of France and Germany are based on the accumulated 
experience of some seventy years. 

The rigid provisions of these various laws at first sight 
may seem to contrast strangely with the simplicity and elasti- 
city of the Indian Act. They must be presumed to be based 
on knowledge of the people with whom the legislatures were 
dealing and their absence from the latter Act must not be 
construed as reflecting the opinion that they are not necessary 
here. The Government of India has thrown upon Local 
Governments- and Registrars the responsibility for insisting 
the necessary rigidity adapted to suit local conditions. 
It will not be seriously argued that a strictness which seventy 


^ Cf, Smith Gordon : Co-operation for Farmers, p. 29 . ‘ fi must 
not be forgotten in this connection that the right of free association, which 
we are apt to regard as the inalienable heritage of the citizen, was only 
granted comparatively recently in most civilised countries.’ Unfortunately 
this truth and all that it involves is little understood in India. 

" * Both' Acts were -devised mainly to meet the requirement's of -towns; 
people and not of agricultural communities. Great Britain has not yet 
got a Co-operative Societies Act. 
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,or ; eighty years of experience has ; shown to be necesspy in 
Europe can be lightly dispensed with in India, and it^is a 
Inndamental error to assume that the simplicity and elasticity 
which characterise the Indian Act give Local Governments 
and Eegistrars a free hand either in the determination or in 
the application of the principles of co-operation. It is very 
doubtful if the existing excessive simplicity should be retained 
at any rate in so far as co-operative principles are concerned. 
The laws of co-operation in - Europe represent many 
years^ culture and growth, India has merely imported a 
selection of plants, it has not introduced a new genusL 
There are those who would protest against too much 
strictness and too much rigidity.^ These overlook the 
strictness and rigidity of the Agriculturists Loan and 
Land Improvement Acts, of the Indian Companies Act 
and of the various Banks and Insurance Societies Acts, 
all dealing with transactions analogous to those of co-operative 
societies. Nothing could be more detrimental to the progress 
of co-operation than the idea that it is compatible with slop- 
piness. The problem to be grappled with is largely that of 
rural finance® and sloppy finance is intolerable. Fortu- 
nately for India, Sir Edward Maclaganfs Committee have, 
throughout their report, continuously insisted on this impor- 
tant aspect of the movement. Success in co-operation can 
only be achieved by following the principles which have made 
co-operation successful. Membership is not compulsory, and 


^ Ib is India’s good forbune that it is nob necessary for her to hammer 
ont new systems, or to pnt to the test untried projects, visionary and 
otherwise. During the past fifty years, experienced men in Europe 
have been at work, testing new schemes, improving old methods, remedying 
defects and strengthening weak points. We can profit by their success 
and avoid the mistakes they fell into (Dupernex, pp. Ill, 112). The 
Observations of the American Commission (Part I, p. 9). are particularly 
apposite ; we cannot borrow European Co-operative methods indiscrimi- 
nately, nor should we refuse them indiscriminately. , . .it would be foolisli 
to say that, no matter how successful co-operation has been in Europe, 
Americans are so different that it cannot be made to work here. The 
only wSe method is to take what seems best from Europe, adapt it to 
our conditions and try it out. 

2 There are even those who claim the right to make mistakes — 
with other peoples^ money. England and India have had ample experience 
of the failure o! banks professedly designed to attract deposits from the 
poor^ Banks for the poor must be as rigidiy careful in observing true 
principles as banks for the rich. 

^ deliberately resolved- to. limit' the Act to credit societies 
(Sir T. Carlyle— Bay, p. 279). Sir D. Ibbetson said the object was the 
encouragement of individual thrift and of m'Utual co-operation among the 
members with a view to the utilisation of their combined credit, by the 
aid of 'their intimate knowledge of one . anothexs’ needs and capacities, 
and of 'the pressure of local public opinion,' ' Bay, p. 269. 
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those who do not like the principles should not join the 
societies. _ It is no part of the duty of co-operators to oppose 
the creation of non-co-operative credit societies, whether 
joint-stock banks or loan societies, but it is part of their duty 
to keep aloof from them and to refuse them the name 
co-operative. It is, perhaps, unnecessary to point out that 
defective Acts and rules inevitably afford opportunity for 
occurrences that lead to their own amendment. The recent 
alterations of the laws relating to Companies, Insurance 
Societies, etc., in India were due to a series of deplorable 
incidents which revealed the defects in the previous laws. 
In the case of credit societies, the English law has generally 
been moderately strict, but there were elements of simplicity 
and elasticity in the law relating to Building Societies 
which allowed the great Liberator frauds to be committed. 
These so shook confidence in co-operative credit that 
the Act had to be amended. The intention of the Govern- 
ment of India in adopting the principles of simplicity and 
elasticity seems not to have been that there should be no 
rules or even no complete body of rules but that all rules 
necessary should be framed by Local Governments. The 
co-operative movement has contained many failures, and 
each in turn preaches the lesson of strict adherence to good, 
sound rules. A 

It is of special interest in this connection to note how the 
very wide experience of different provinces is tending to a 
remarkable similarity of rules and by-laws. Other countries 
■supply instances where politicians have sought popularity 
by securing a relaxation of one accepted rule or another, with 
the inevitable result of abuse and failure. American opinion 
seems to be strengthening in favour of the view that the 
surest method of bringing about true co-operation is by 
outlining in full in the law a method of organisation that 
embodies the true principles. 


WHAT IS GO-OPERATION ? 


As there seeiBS to be some confusion us to what is meant 
by Co-operation, some space may be devoted to an attempt 
to . explain what the term is intended to express. Part, at 
least, of this confusion vseems to be due to the fact that, 
in England, it was co-operative distribution that first proved 
successful ; while, in other countries, it is agricultural co- 
operation that has assumed such importance. In the attempt 
to preserve unity of conception, the various definitions of 
co-operation have been kept so vague as to be almost com- 
pletely uninforming. Holyoake, for instance, defined it as 
voluntary concert, with equitable participation and control 
among all concerned in any enterprise. Holyoake and his 
contemporaries had their attention fixed on the evils resulting 
from the early and rapid rise of capitalism. In those days, 
the onrush of the industrial revolution had necessitated the 
accumulation of the capital of many people in joint stock 
enterprise. Liability was then still unlimited, and it was 
but natural that those who bore the risk should retain the 
control and take all the profits. The need for restrictive 
legislation was not sufficiently foreseen, and grave abuses 
arose that aroused bitter feelings in the hearts of the workers. 
To them it seemed that money was all powerful, and the 
human element was at its mercy. The many preliminary 
•efforts that finally. led to the discovery of the real co-operative 
.principles were all directed towards' the amelioration of the 
lives of the workers under the heel of capitalism. Thus 
Holyoake’s definition repeats the cry of men ground down 
in poverty, who thought their way of escape lay in securing 
'.fair dealing, fair opportunity, freedom to choose their own 
lives and . emancipation /from the capitalist and the middle- 
man. ■ ■ Since ' the ' little ■ ■ , store in Toad Lane was opened , 
however, the movement has progressed far, and a greater 
appreciation of all that co-operation can effect has led to 
a wider conception of its principles. The essential points 
will, perhaps, become clear if the different definitions 
of various writers are set down. Mr. Eay^ defines a 
co-operative society as an association for the purpose 


^ Co-operation at Home, and Abroad, p, 5. 
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those who do not like the principles should not join the 
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occurrences that lead to their own amendment. The recent 
alterations of the laws relating to Companies, Insurance 
Societies, etc., in India were due to a series of deploraWe 
incidents which revealed the defects in the previous laws. 
In the case of credit societies, the English law has generally 
been moderately strict, but there were elements of simplicity 
and elasticity in the law relating to Building Societies 
which allowed the great Liberator frauds to be committed. 
These so shook confidence in co-operative credit that 
the Act had to be amended. The intention of the Govern- 
ment of India in adopting the principles of simplicity and 
elasticity seems not to have been that there should be no 
rules or even no complete body of rules but that all rules 
necessary should be framed by Local Governments. The 
co-operative movement has contained many failures, and 
each in turn preaches the lesson of strict adherence to good, 
sound rules?. 

It is of .special interest in this connection to note how the 
very wide experience of different provinces is tending to a 
remarkable similarity of rules and by-laws. Other countries 
supply instances where politicians have sought popularity 
by securing a relaxation of one accepted rule or another, with 
the inevitable result of abuse and failure. American opinion 
seems to be strengthening in favour of the view that the 
surest method of bringing about true co-operation is by 
outlining in full in the law a method of organisation that 
embodies the true principles. 
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to explain what the term is intended to express. Part^ at, 
least, of this confusion seems to be due to the fact that, 
in England, it was co-operative distribution that first proved 
successful ; while, in other countries, it is agricultural co- 
operation that has assumed such importance. In the attempt 
to preserve unity of conception, the various definitions of 
co-operation have been kept so vague as to be almost com- 
pletely uninforming. Holyoake, for instance, defined it as 
voluntary concert, with equitable participation and control 
among all concerned in any enterprise. Holyoake and his 
contemporaries had their attention fixed on the evils resulting 
from the early and rapid rise of capitalism. In those days, 
the onrush of the industrial revolution had necessitated the 
accumulation of the capital of many people in joint stock 
enterprise. Liability was then still unlimited, and it w-as 
but natural that those who bore the risk should retain the 
control and take all the profits. The need for restrictive 
legislation was not siiQiciently foreseen, and grave abuses 
■arose that aroused bitter feelings in the hearts of the workers'. 
To them it seemed that money was all powerful, and the 
human element was at its mercy. The many preliminary 
'efforts that finally led to the discovery of the real po-operative 
principles were all directed towrards the amelioration of the 
lives of the workers under the heel of capitalism. Thus 
Holyoake’s definition repeats the cry of men ground down 
in_ poverty, who thought their way of escape lay in securing 
fair dealing, fair opportunity, freedom to choose their own 
lives and emancipation from the capitalist and the micldle- 
man. Since the little store in Toad Lane was opened, 
however, the movement has progressed far, and a greater 
appreciation of all that co-operation can effect has led to 
a wider conception of its principles. The essential points 
will, perhaps, become clear if 'the different definitions 
of various writers are set down. Mr. Fay^ defines a 
co-operative society as an association for the purpose 
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and accordingly the first principle of co-operation is that 
the members join as human persons and not as capitalists. 
The second principle follows from the first ; for if persons 
meet to satisfy the common need, there should be no dis- 
tinction between them in the satisfaction of this need. _ They 
must meet on a basis of equality.* The third principle 
is not peculiar to co-operation, but its importance in the 
life of a society is so very great that it deserves a special 
place. The act of association must be voluntary. The 
fourth principle is that the members join to promote the 
economic interests of themselves, and not of anybody 
else. 

Above all else, however, it must be clearly remembered 
that co-operation is a form of organization. Experience 
seems to show that it is the only system of voluntary orga- 
nization suitable for poor people. Co-ojyeration, then, is 
a Jorm oj organization, wherein persons voluntarily asso- 
ciate together as hiirnan beings, on a basis of equality, for 
the pronmtion of the economic interests of themsehes. Thus 
stated, it becomes clear that only the miraculous success of 
the Rochdale Pioneers could afford excuse for their puny 
effort to find a solution for what is, perhaps, the most difficult 
problem in the world. Only acute misery could have 
steeled those few weavers to brave the open contempt and 
derision of their neighbours and relations. Only the gloomiest 
of alternatives induced the German cultivators to listen to 
Raiffeisen. One of the most important lessons that the 
American Commission learned in Europe was that it was only 
when the European farmers were hard pressed, when the 
governments saw that they were going to lose their farmers 
because they cordd not make a living, and when the farmers 
saw that they must do something to preserve themselves, 
that they took up the matter earnestly. A great reform 
was accomplished, but it never would have been accomplished 
but for the spur of necessity. ^ As the movement has pro- 
gressM, however, it has gradually been realised that poverty 
is not a necessary circumstance in the success of the appli- 
cation of co-operative principles. Poverty is a spur, and 
for the moderately poor there seems to be no other alternative 
method of bettering their condition than this one of co- 
operation ; but the poor are not the only people who can 
derive benefit ; indeed, good co-operators deplore the fact 


^ Especially if liability is unlimited and therefore the same for aB. 
* Observations of the American Commission, Part I. 
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mean tiiat it is essentially anything more than a serioiib 
business undertaking, but it possesses the peculiar feature- 
that it brings solid gains to those who are unselfish enough 
to work for the good of all, themselves included.^ Ex- 
pressed bluntly, it returns a cash value for honesty and other 
virtues, and so undoubtly exerts a strong influence in favour 
of the growth of those virtues. Far from getting the better 
of his fellow members, the object of each is to help the others 
in the firm belief that, as they will in turn help him, his need 
will the more certainly be satisfied. It is a mistake to lay 
too strong stress on the moral aspect of the movement in its 
early stages ; this will inevitably develop later as success 
in the economic sphere is attained.^ 

The insistence on equality within the society seems to 
have originally been due to resentment against the inequa- 
lities of rich and poor but it is only logical that, as it is a 
common need that forms the union, this need should deter- 
mine the status of each member within the society. Whatever 
their position outside, they are all lacking something they 
desire, and if there be any difference admissible, it is in the 
intensity of their want of the common object. This differ- 
ence may render desirable an allotment of voting power on 
the basis of the use which the members make of their society ; 
but it is otherwise an invariable rule that each member should 
have one vote and no more. In no case could there be a 
difference based on capital contributed. 

The essence of co-operation is that each shall work for 
all and all shall work for each in the attainment of their 
common need ; it is thus not unnatural that each in doing 
his share of this bargain should desire some assurance that 
all will equally do theirs ; to meet this, the members must 
agree to bind themselves by a formal contract. Co-operation 
is a business organkation, and business principles demand 
that there should be a business-like contract drawn up and 
subscribed to by all who are going to participate. The asso- 
eiaticTii must be put on to a formal basis ; and as the success 
of the enterprise depends on the loyalty with which each 
one of the members works for the achievement of the 
object, there must be freedom to choose with whom they 


^ And not excluded, as in cliaritabie effoft. 

Tbe Comunttee on Co-operation unfortunately insisted ovetmucb 
on the moral element. The object of co-opemtion is the satisfaction of’ 
some common need, which ail desire. , Experience shows that this cannot 
be acoomplished successfully without- a strong moral backing, m that 
people learn that good moials help to secure material progress# 
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will associate, and freedom to correct the choice or to with- 
draw. Bach member must be able to express his opinion 
on the advisability of admitting others, so that admission 
depends on popular election : he must be able to give effect 
to any alteration of opinion as to the fitness of another to 
perform his share, so that expulsion by popular vote must 
be provided for : he must be given the opportunity of with- 
drawing, if he finds that he himself can no longer loyally 
work with others. Under no other circumstances could 
the motto “ Bach for all, and all for each ” be worked up to. 

This insistence on the voluntary principle appears to 
conflict with certain practical examples. In one part of 
Burma, it was a rule that anyone who desired to join a credit 
society, should also join the cattle insurance society in the 
same village. This, however, is more prudence than compul- 
sion, as, if a man borrows to buy cattle, his fellows may 
reasonably insist on his taking an obvious precaution against 
sudden loss. The insurance makes the loan more certain of 
recovery. Some other instances are worth noting as they 
show, not so much disregard of an important co-operative 
principle, as appreciation of the importance of poor people 
co-operating. In Tunis, all native agriculturists are obliged 
to belong to the thrift societies.^ In what is now Bulgaria, 
the law compelled the farmers to join banks established for 
them in the principal cities of each district.^ In French 
West Africa, the Governor-Greneral has power, in the districts 
where this measure is deemed desirable, to compel farmers 
or breeders to join societies. In that case, the contributions 
of the members are collected in the same way as the taxes. 
There is a tendency towards compulsion to join cattle insu- 
rance societies in Belgium and America, and hail insurance 
is apt to become a function of the local governing body in 
consequence of the small sums to be collected and the -svide- 
spread nature of the imdertaking. It would, perhaps, be 
better to regard these as socialistic rather than as co-operative 
enterprises. There is much the same excuse for fostering 
compulsory co-operation in backward tracts as there is for 
introducing compulsory education. The end becomes so 
desirable that the means appear to become less important. 


1 International Beview, February 1917, p. 25. 

® Herrick, p. 429. Cf. Modem Japan by W. M. McGovom, pp. 235, 
36. Under government auspices, farmers guilds were established, 
which brought about mutual aid, the development of scientific agriculture 
.... and common purchase and credit. Eventually membership' in 
these guilds was made compulsory on all farmers. 
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limited to its members, it cannot be truly 
Thus, it would be almost impossible for a railway lame 
canal to be purely co-operative. It must be eieaiiy iiriilen^f t M:jd 
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that capital is entitled to a fair interest ; but it refuses to 
admit any other right attaching to its popession or claimed 
by its owner, and more especially the claim to a controlling 
voice in the enterprise. If from the activities of the asso- 
ciation there result any divisible surplus, this must be divided 
amongst those from whom it has been derived in proportion 
to their contribution to it. As a matter of ordinary business 
caution, it is usual to allow for contingencies that may not 
happen : goods are sold for more than the actual cost price ; 
interest may be charged at a higher rate than is necessary 
to cover expenses ; the producer may be given less than his 
crop has brought : in all these cases, the resulting surplus 
is not regarded as ordinary business profit but as an over- 
charge which belongs to those from whom it has been derived 
and to whom it should be returned. 

People, now-a-days, have grown so accustomed to the 
capitalistic form of organization that they experience difficulty 
in freeing themselves from some of the ideas associated 
with that form when dealing with co-operation, _ which is 
not a modification of capitalism but an alternative to it. 
Questions of profits, control, voting power, transfer of 
interest, rights of members and dealings with non-members, 
etc., are dealt with from a point of view quite different from 
that under the capitalist system. Thus co-operation is the 
form of organization most suitable for small people and small 
enterprises. In agriculture, it appears to be the only form 
that is of practical value, for most cultivators are men of 
limited means, and from the nature of their calling, are unable 
to combine their efforts in the factory system. They cannot 
collect their raw materials and their capital inside a mill, 
they cannot adopt the established methods of mass pro- 
duction, they cannot carry specialisation so far as the manu- 
facturer and they cannot reduce costs by the methods familiar 
to him. At the same time, it is recognised that organization 
is the key to success and to be successful agriculture must 
be organized. Accordingly it is found that, in practically 
every civilised country, governments are endeavouring to 
promote co-operation. Agriculture is still not only the 
most essential but the most important and the biggest 
industry in every country. The war has drawn attention to 
its position as the paramount factor in the life of any people, 
and it is not exaggerating to say that co-operation is now 
recognised as necessary if any country is to get the best out 
of its land. It is regarded as the panacea for most rural ills, 
and throughout the civilised world it is being strenuously 
advocated at the expense of the State. 
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Co-operation differs from its rival, capitalism, in that it 
promotes peace and not strife, unselfishness and not self- 
seeking. Both are forms of economic organization ; but with 
the great body of European co-operators, especially among 
the leaders, Co-operation means something more than a device 
for enabling a farmer to save or to make more money. Many 
of its most ardent apostles look upon it as a sort of social 
reform, indeed, in some cases, as a religion. They consider 
it not only as an economic, but also as a moral, movement. 
And there is little doubt that many helpers are attracted 
by the evidence they see on every hand of social improvement 
wherever co-operation , has obtained a firm foothold. It 
seems impossible to study the progress of the movement in 
any country in the world without being impressed by the 
great moral gain accompanying the spread of these societies 
for self-help through mutual help. But the American Com- 
mission spoke wisely when they said that co-operation should 
be entered upon at the outset, because it promises to be a more 
profitable way of doing business than the old way of every 
man for himself. Co-operation is more than this, but to be 
successful it must be built on a business, and not on a senti- 
mental, basis. The sentiment will come later and will help to 
maintain the co-operative scheme.^ 

It may be advisable to sum up here the result of the 
above discussion. Co-operation is an alternative form of 
organization to capitalism ; it is specially suitable to people 
who have no capital sufficient for the full satisfaction of their 
needs on a joint stock basis ; it is essential to the best progress 
of agriculture, so much so that it is practically impossible 
for a country of small holdings to achieve prosperity without 
it, ^ ^ 

The absolutely necessary principles are that people 
should agree to associate voluntarily on terms of equality 
ill order to secure the satisfaction of some common need. 
Human^beings, and not capitalists, bind themselves together 
to work each for all and all for each.” From these premises 
there follow a series of subsidiary principles in a perfectly 
logical manner, but to the ordinary mind, biassed by daily 
experience of capitalism, it is sometimes difficult to follow 
this logical sequence. In consequence, there is apt to be 
doubt as to the amount of support that should be accorded to 
the propagation of the movement. Briefly, an agricultural 
state cannot progress without it, ai^I it is for the government 


^ American Commission* Observations, Part I, y. 22. 
Cj, CSA 


2 


18 


WHAT' IS ,CO*OPEEATION ? 


to decide whether they desire prosperity or not. If there be 
any who dispute the above assertions, they may well be 
asked, in view of the voluminous evidence in support, to 
produce some alternative method of making a country of 
small holders prosperous. 

Furthermore, it is the experience of every country that 
has any experience to record, that co-operation stands out 
for moral uplift, for honesty and for the homely virtues that 
count for so much in the daily lives of the people. It pos- 
sesses the peculiar faculty of making virtue pay. All human 
beings are continually striving after the satisfaction of some 
material need. Co-operation holds out the prospect of success 
in this effort, provided the persons concerned possess certain 
moral qualifications. Without these, failure is inevitable. 
Through co-operation morality is taken out of the copy 
book maxim and placed in the forefront of human action as 
absolutely essential to success in the most ordinary affairs 
of life. Moreover, the morals of an individual cease to be a 
purely private matter for his own conscience, they become 
of importance to the whole community to which he belongs. 


CO-OPBEATION AND ITS 
ALTERNATIVES. 

There are many people who hold the opinion that co- 
operation is not only a snare and a delusion to the poor, 
but that it actually perpetuates the dominant position of 
capital by turning the poor into small capitalists. For a 
long time, socialists struggled to hinder the spread of the 
movement, and it is only very recently that Trades Unions 
have come to terms with it. The main line of cleavage follows 
the position allotted to capital. Co-operation differs from 
Socialism in being essentially individualistic. It stands out 
for the freedom of the individual, who is encouraged not to 
abolish private property and capital, but to acquire some 
for himself, to improve his economic position by working 
under his own control, and to take the management of his 
■own affairs into his own hands. It is true that in different 
•countries different methods are adopted to induce individuals 
to join co-operative societies ; in some French colonies, there 
is something that can hardly escape being called compulsion ; 
in Japan, there is a tendency to confine State aid to co-opera- 
tive societies that has much the same effect ; but this pressure 
is designed to impel individuals to imdertake the task of 
working for their own uplift, instead of leaving too much to a 
kind Providence or a far-seeing government. Self-help is the 
watchword. Even a State-stimulated co-operative society 
strongly resists any suggestion of interference from govern- 
ment m the management of its internal affairs. It seeks to 
become self-sufficing and independent, even though it be 
prepared to accept government aid when all other sources 
fail. Essentially it is based upon voluntary association and 
voluntary aid, and so differs from both Socialism and Com- 
munism. Inasmuch as co-operation tends to bring content- 
ment and relieve economic distress, it clears away the material 
on which Socialists rely to create that resentment against 
the jffesent system which is deemed necessary to induce 
people to accept their ideas. Co-operation seeks to make 
the best of the existing economic system by removing the 
more glaring evils of capitalism. As Prof. Gide points out 
unlike sociabsm it takes its stand on, and works within the 
existing economic framework: it is already carrying ’into 
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practice some of the most important desiderata of socialism ; 
and it is bringing about an immediate and very real ameli- 
oration in the conditions of those who practise it. . . . ; -Co-, 
operative associations aim not at doing away with capital, 
but at depriving it of its preponderant rOle of management 
in production, as also of the tribute it levies in the form of 
profit. The suppression of profit in all its forms was the 
essential point in Owen’s system. By making capital, instead 
of the profit-taker, a mere wage (interest) earner, the co- 
operative system is neither more nor less than a social revo- 
lution.^ It is in no sense an enemy of private capital. 
Where it is not possible to obtain complete control of capital, 
co-operators agree to a system of profit-sharing, whereby, 
after capital has received a fair interest, the remaining profits 
are divided amongst the capitalist and the workers on a 
basis previously agreed upon. In some cases the workers 
are admitted to a share of the control, and what is known as 
co-partnership results. If in such a case the workers could 
secure complete control of capital and management, there is 
co-operative production. Thus co-partnership is regarded 
as a half way . house towards co-operative production, and so 
excites no enmity amongst co-operators. With Trades 
Unionists, however, the position is different, they are apt 
to look askance at all profit sharing schemes on the grounds 
that these(l) make workers into capitalists, (2) discourage 
them from joining unions by making them contented with 
their lot, and (3) induce workers to work harder, improve 
their efficiency and gain more profits.^ 

Prof. ^ Alfred Marshall^ quotes an extreme instance of 
this suspicion of co-partnership, in which in response to the 
question: Is there any objection to profit-sharing and 

collective partnership with the men, not collectively as a 
union, but individually It was replied : Yes ; for every 

man so singled out is spiritually transferred from the side of 
labour to the side of capital. His concern is no longer to 
abolish the wage system for himself, his fellows and the nation 
at large, but to obtain all the profit he can extract 
from it/’ 

Thus co-partnership is a system whereby all those engaged 
share in the profit, capital, control and responsibility aocord- 
ing to an agreement arrived at beforehand. This means 


^ Gide : Political Economy, pp. 492-494. 
^ G/. Better Business, IVIay 1918, p. 250. 
® Industry and Trade, pp. 855-856. 
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peace and not strife* Trades Unionism adopts an attitude of 
antagonism towards capital that prevents it from coming 
*to any terms of a lasting nature with it. As Holyoake ex- 
pressed it, it accepts the mastership of employers and the 
permanent dependence of workmen, while co-operation seeks 
to supersede employers as a separate class and to establish 
the independence of labour. 

The distinctive features of co-operative work are that 

(i) the members of the co-operative group are associated by 
their own free chojjce ; they determine for themselves of how 
many persons and of what persons that group shall consist ; 

(ii) those associated select from amongst themselves their 
own leaders, whom they can also remove, and (m) they 
arrange the division of the collective wages between the 
members of the group in such manner as may be mutually 
agreed upon between them as being equitable. ^ These three 
features are found in trades unions, but while co-operative 
workers divide all the collective receipts, the modern trades 
unionist insists on a full trade union wage and may leave any 
surplus to the foreman contractor.^ Trades Unions base 
their claims on a wages system, co-operators wmuld have no 
wages, but would di^dde all receipts (labour-income and 
profits) amongst the workers. To put it briefly, so long as 
there are employers and employed, the latter must receive a 
certain remuneration, fixed beforehand, known as wages; 
where the workers are their own employers, the remuneration 
consists of an uncertain sum which can only be determined 
when the result of the enterprise is known. 

Co-operation is, above ever3d;hing else, a principle of 
peace, and it has for long been out of sympathy with trades 
unionism inasmuch as it does not regard the latter as essential 
to its own scheme. It is a business organization, worldng on 
business lines and keeping accounts which prevent its followers 
from asking for too much. It has thus been possible for a 
trades-union of employees of co-operative societies to come 
into conflict with its co-operative employers. And the latter 
have found considerable difficulty in deciding upon the policy 
they should adopt towards their wage earners. 

practice, there is very little conflict between 
the i-dherents^ of the two policies. Workers who would not 
think of joining in a society for co-operative production, 
freely join co-operative stores ; and a very large proportion of 


^ Schloss, Methods of Industrial Remunerationj, p. 155, 
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members of Trades Unioas in England are actually membera 
of these stores. An agreement for mutual support has 
recently been arrived at in Great Britain which is causing^ 
some anxiety to co’^operators of the old school It aims at the 
formation of a Labour and Co-operative Political Alliance- 
whose objects are : to correlate and co-ordinate the forces and 
acti^dties of the Labour and Co-operative movements in 
respect to representation in Parliament and on all local and 
administrative bodies, and to sustain and support one another 
in their respective and combined efforts to set up the new 
social order, and with the ultimate object of the establishment 
of a Co-operative commonwealth. The alliance would consist 
of the organisations affiliated to the Labour Party, the Trades 
Union Congress and the Co-operative Party A Such an 
agreement, it would seem, could hardly last without entailing 
the abandonment of some of the ideals of co-operators. Co- 
operation is not a political movement ; it does not seek to gain 
its ends by political means. It works by persuasion, by 
placing within the reach of non-members advantages which 
they cannot enjoy except by becoming members. Trades 
Unionism works by compulsion, almost, it has been said, 
for compulsory state-enforced-co-operation. Co-operation 
stands for self-help, for private enterprise and for the greatest 
extension of private property. It stands or falls on its merits, 
unaided by compulsion or state coercion ; each member is 
free to leave the movement on the day he no longer desires to 
co-operate. ^ Trades unionism is tending towards collectivism 
or nationalization of public interests. Co-operation is a 
spontaneous association on the basis of common interests. 

It is a business and not a political organization and it stands 
or falls on its business efficiency. The limits to its expansion 
are fixed by its own success in competition with its rivals. 
Co-operation can only persist where its members gain some- 
thing more than they could gain without it. 

In the above discussion, the comparison has been almost 
confined to the industrial sphere, because it is in that^’sphere 
that there has been any clash of principles. In agriculture, 
it would seem to be without a serious rival where holdings 
are too small to permit of capitalist management. 


^ Beport. Socialists, also, liave now withdrawn tlieir opposi- 
tion and advise their adherents to join co-operative societies (Gide). 


THE OBJECTS OF A CO-OPEEATIVE 
SOCIETY. 

The principles of Co-operation, it has been shown^ are 
very simple. When, however, attention is turned to the 
applications of these principles to practical problems, what- 
ever intricacies and technicalities are involved in these 
problems fall to the co-operator to be solved. Co-operation, 
it is claimed, is the only form of organization from which the 
poor can derive lasting advantage ; therefore unless it can 
be of use in arriving at a solution of the troubles from which 
the poor suffer, it is after all but a sorry remedy for their 
distress. Similarly, it is claimed that co-operation is the 
only form of organization open to agriculturists, and is essential 
if the cultivators are to get the best out of their holdings ; 
unless, then, it can be of use in solving all the ills of rural life, 
it can hardly lay claim to the loyalty of the farmers. It is 
one or other of the economic interests of the members that 
must form the object of a society ; these economic interests 
vary widely ; they include all the legitimate activities of the 
agricultural class ; if the Registrar 'were merely a registering 
officer, as in England, he would have little to do beyond seeing 
that the by-laws were in accordance with the law. In fact, 
in India, he has been made the foundation of the movement ; 
so that to him fails the duty of studying all possible objects^ 
and of deciding which to encourage and which to postpone 
to a more favourable occasion. The main duty of the Regis- 
trar and his staff is to study the economic interests of the 
class from which members are drawn and to devise measures, 
on co-operative lines, whereby these interests can be 
promoted. 

The fact that the objects of a society must be the pro- 
motion, in one way or another, of the economic interests of 
the people who are prepared to co-operate, involves the close 
study of economics. In so far as the movement is concerned 
witlf the rural classes, the co-operative department becomes 
one of applied practical rural economics ; and all concerned 
must become masters of this very intricate art. To express 
it m more popular language, co-operation is a means whereby 
prosperity of the mass of the people can be improved. 
Before, however, the general prosperity can be raised, the 
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canses of the present low standard must be discovered and 
for every cause there must be found a remedy. 

There are two, and only two ways, by which the wealth 
of a people can be increased. Some persons talk as if they 
other methods, and would disclose these if voters 
would trust them ; but the only ways, known toman, are 
to increase production and to decrease consumption. If 
wealth is to increase, production must exceed consumption. 
Inus the material position of a people can be increased by 
one or more of the following methods : — 

(a) teaching the producers to produce more from 

their present industry, by scientific methods, 
improved implements, better seed, new crops, 
etc. 3 

(b) teaching the producers to produce wealth in the 

hours during which they are at present idle, 
e.ff., sericulture, or cottage industries for culti- 
vator’s in the slack season ; 

(c) increasing the number of producers by reducing 

the number of those who at present add nothing 
to the wealth of the country, e.^., reduce the 
number of unnecessary middlemen, distributors, 
etc. ; 

(d) decreasing general^ sources of waste, such as need- 

lessly high prices of commodities, excessive 
cattle mortality, preventible sickness and in- 
efficiency of the workers, low standard of 
labour ; etc. ; 

(e) decreasing special sources of waste, such as liti- 

gation, scattered fields, damage by insects, etc ; 

(f) substituting a productive for a wasteful use of the 

factors of wealth, e.y., turning into productive 
channels the trained intelligence now devoted 
to the law, or the money now hidden away in 
hoards. « 

_ This does not claim to be an exhaustive list of the methods 

of increasing the wealth of a country,i but it will suffice to 
indicate the lines along which the objects of co-operative 
societies may be classified. It would be an easy task to 


A confused with the wealth of the individuaJ. 

A iamei wants not more produce but more profits, and he may get higher 
profits by deoreasmg the costs of production, obtaining a higher price 
increasing the gross yield, ctoperftion mav 
thus^confer great benefit upon farmers without any increase in production." 
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re-arrange tiiem under the heads of land, labour, capital 
and enterprise ; but these are factors in the production of 
wealth, and, in India, waste, or non-production, is almost 
as big a source of poverty as the low standard of 
production. 

Of all the possible objects open to a society, it is 
necessary to decide which shall be included in the by-laws ; 
for a society is bound by its objects, it cannot legally incur 
any obligation not directly connected with the furtherance 
of these objects. “ A society cannot have any other object 
than those specified in the by-laws, nor can its specific 
purposes be other than those in the Act, and the funds cannot 
be applied to other purposes than those expressed in the 
rules/’^ It is therefore of importance that the objects for 
which a society is being formed should be clearly, definitely 
and exhaustively set forth in the by-laws, that have to be 
approved before registration can be effected. Any act which 
is beyond the objects thus specified is ultra vires and void, 
and, if performed by the committee or any office bearer, is 
not binding on the members. If thereby any loss is incurred, 
the official responsible is personally liable. 

The importance of this rests in the common experience 
that, when a co-operative society has been started, it is often 
desired to use the organisation for purposes not contemplated 
when it was registered. The members are then faced with 
the^ alternative of altering their by-laws or starting a new 
society to meet the new need. To avoid the former, it is 
customary, in some countries, to enter in the by-laws a number 
of objects, even though, at the commencement, it is not 
intended to embark on more than one. This has led to a long 
controversy concerning combination of objects, about which 
something must be said. In England, societies registered 
under the Friendly Societies Act are not corporate bodies 
and have not got limited liability : they can deal in credit, but 
not in supply. It is held, with good reason, that a society, 
which uses the money of other people, should not be allowed 
to impose a limit to the liability of its members that would 
be likely to involve the depositors in loss. Further, there 
is a deep-rooted objection to allowing a banking business 
and a trading business in the same place ; the Chief Registrar 
has always opposed it, and an attempt to legalise it by the 
Thrift and Credit Bill proved abortive. The discussion 
is somewhat involved with the question of State aid ; generally 


^ Fuller : The Law. Belating to Friendly Societies, 3rd p. 38. 



Rnrai Credits, p. 263. 

Ibid, p. 289 . 


THE OBJECTS OP A CO-OPEEATIVE SOCIETY# 


It seems that the combination of credit with the provision- 
of actual farm requirements is free from objection, but it is not' 
considered permissible for State-aided propaganda to bl 
directed to the formation of societies for the supply of ordinary 
household requirements. Apart from this, it b considSed 

trading in the same society 
would lead to the committee as traders borrowing from 
themselves as bankers. Moreover the important principle 
of selling only for cash and never for credit would be difficult 
to maintain when the member could borrow from one branch 
and pay into the other. The credit branch may press supply 
S' members to borrow more, wMle the supply 

side may ask for easier terms of credit in order that members- 
S Theoretically it seems to be agreed 

that m small societies, it is better that supply and credit 
shouid be combined when there is not on either side enough 
work to justify a separate organisation. In Ireland ^ir- 
Horace Plunkett pleaded for power to combine both objects 
m one organisation on the ground that the credit work alone 
OnfS?/w ^ enough profit to pay for necessary establishment. 
Outside England, the general rule is to permit the supply 
of farm requisites. It is more rare to find a combination 
? eredit and the general store. Herrick says that the general 

Jre the credit associations 

are weak and few in number, they should combine the pur- 

ban distribution of products with^the 

banking busmess and that after co-operation has become 

itavi^tmSv a d'- VT- associations should 
“'^’^s^nal_ pursuits to other co-operative 
associations specially organised therefor, but so grouped 
arounf and identified with it that it may attend to their 
financial transactions.! Besides granting credit to members 
and recemng deposits, the Raiffeisen societies may undertake 
the purchase in common of farm supplies, macHnery and 
breeding animals to be used in common, the sale in common 

re f purchase of tracts of laudato be 

re-sold to members. The purchases do not include groceries 
or household necessities.^ In Austria, credit societies W 

WirSn^H^ breeding cattle, or undertali 

sell siipplies of members or maintain warehouses for the 
storage thereof.3 In Belgium, collective purchasino' is a 
common practice with the local credit societies.* In *Spain 


® Eural Credits p. 376. 
* Ibid, p. 386. 
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many of tlie credit societies, besides doing a loan and savings, 
business, supply their members on credit with seed, fertilisers, 
and other requirements for agricultural work and the raising 
of live stock. ^ The actualities of Bussian life do not permit 
of each form of co-operative organisation keeping strictly 
within the limits of the scope it has set itself. The societies 
often overstep these limits, entering upon operations which 
are outside of their particular sphere of activities, and pro- 
perly speaking should have been carried out by other societies,. 
For instance, credit associations as a rule buy agricultural 
machinery, seeds and other things required by the peasants 
in localities where there are no consumers^ societies the credit 
associations do the duties of the same.^ The most striking 
feature of Japanese rural co-operation is the very common 
combination of various branches — ^purchase, sale and so on, 
and, almost in every instance, also credit — in one and the 
same society. In German Raiffeisen societies, supply figures, 
very prominently in the business done and answers for very 
much of the success achieved— but not, thus far, distribution. 
In India, Mr. Wolff holds distribution to be not only legiti- 
mate, but distinctly called for, — called for on economic 
grounds, and also because it is so effectively educative.^' 
In India, the law does not prohibit any combination of 
objects, so it becomes a matter for the judgment of the promo- 
ters, and the above quotations will show what is considered 
legitimate. It may perhaps be advisable to add that a society 
holding large deposits from non-members should not risk 
these in a store business* Where there is a combination 
of credit and trade, it is desirable to keep accounts, 
separate. 

There is some risk of this question as to the permissible 
combination of objects in the same society being complicated 
by the introduction of a rigid system of classification and by 
the^ attempt to base a policy on it. In Ireland, the type of 
society which is at present making most rapid progress is the 
general purposes society ; which usually begins with the 
supply of necessaries for the farm and the home, and proceeds 
to buy and ship its members produce.^ In the Punjab, too, 
there is a distinct inclination to combine several objects in one 
society ; for, where there are few educated members, it is not 
always possible to have separate committees, so that separate 
societies would be separate in little else but in name. In 


J Etiral Credits p. 418. » Wolff, Co-operatioa in India, p. 257. 

Bnbnoff, p. S7. ^ Better Business, Vol. V, p. 212. 
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rigid classification would serve Kttle 
purpose. Wliere, as in Denmark, each local society confines 

is^Swe^ ^ one special problem, classification 

+A So that it IS quite a common thing for a farmer 

socieSes"x“'“^'' tbese' co-operative 

ic! restnction in India on tke objects of a society 

membpr <5 included in tbe economic interests of tbe 

exclude tbe promotion of any 
f? TsX- ®^so serve to exclude politics. 

and^&sW*^® societies are frankly divided into Catholic 

Snl so S2 political parties follow the same 

In DenmaJt « societies feed the funds of the politicians. 
Dart asSfp?- ®°®®*ies ^^ave kept strictly neutral and take no 
+be In England, 

served J and undoubtedly has 

Latterlv co-operation on the pLple. 

^e ac«;^ Tn the co-operators have had reason to resent 
W--W ^ of Government in interfering with their distri- 

Wh«^ t^cre was a serious 
snmpr^ ^ shortage of food, the only body of eon- 

atSr TbTqf themselves were theco-oper- 

birfnrpp.t ® ^ ferm of rationing 

,-n w ^^cre would be difficulty 

bad unorganised tradespeople 

had left everything to the wholesalers, and these in turn 

for sunnl^fl^nf^f .1 when Government looked around 
J food, these were found with the co-operative 
stores , and in the interests of the country at lar^^e it was 

unco ^ portion for distributfon to the 

SdS h?t tbpl is much to be said for both 

the s^dp nf +1, ?ou and right would seem to be on 

tlmsPlvpl forethought, had secured 

i^as been to lead co- 
aKefiffiS ""T't P? non-intervention in f.olitics, 
caiffiSp? f i^^ve been made to get into Parliament 

??tpd ?f ^ co-operative party. As has already been 
?rnw- Pciic^ f^as been tbe 

The eSn^fn co-operation and labour, 

the fc,ain to the Labour Party from such an alliance woiSld be 
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very great. The co-operators, with their four million families 
and capital of one hundred million pounds, possess great 
potential power. They have already given credit to strikers, 
providing food, and cashing investments of the trades unions. 
It is possible that they may be able to develop industries so 
that, in case of a national strike, they could keep the strikers 
provided with necessaries and save them from the pressure of 
poverty. Moreover, the co-operative movement in England 
possesses well organised Education Committees, Propaganda 
Committees, Women’s Guilds, etc., that can be used with 
effect to influence public opinion in the case of a national 
dispute. What the co-operators have to gain is not so clear, 
except some assurance against a repetition of the comman- 
deering of their food stocks. It does not seem likely that the 
alliance will prove permanent. The whole idea of co-opera- 
tion is opposed to strikes or strife, and the compulsory element 
in trades unionism is incompatible with the individualism 
of its new ally. 

From the above it will be seen that while a society may 
have one object, the organisation may be put to quite a 
different use, which may or may not be compatible with the 
original object.^ The stated objects of a society may 
similarly be very different from the advantages which the 
promoters hope will accrue from it. The main basis for the 
enthusiasm which co-operation gives rise to rests in the indirect 
results. Gide, for instance, writes : — all co-operative associa- 
tions possess considerable value ; they teach their members 
not to sacrific any part of their individuality or their spirit 
of enterprise, but to develop their energies by helping others 
while helping themselves; to place the end of economic activity 
in the satisfaction of wants, not in the pursuit of gain ; to 
raise the moral level by doing away with advertisement, 
fraud, the adulteration of food ; to abolish all the methods by 
which men exploit their fellow men, and all causes of 
conflict.2 

It Jc} this educational and moral value of the movement 
that attracts the patriotic and the public-spirited. Co- 
operation not only develops the latent business capacity of 
farmers, it produces leaders, it encourages the growth, of the 
social^virtues ; honesty and loyalty become imperative ; the 


^ In Egypt, it is reported that co-operative societies were used bv 
the extremist party for their political ends and then dropped when the 
political purpose had been served ; the result was the failure of manv 
societies. 

^ Political Economy, p. 490. 
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prospect of a better life obtainable by concerted effort is 
opened up ; the individual realises that there is something 
more to be sought than mere material gain for himself. Co- 
operation instils into men’s breasts ideas of hope and 
progress and revolutionises their outlook on life. When, 
however, the question is one of defining the objects of a 
rsociety, it is advisable to exclude political and religious ends 
which may lead to misuse, and to concentrate on one or more 
•of the many factors that lead to increase of wealth or on the 
removal of one on more of the many defects that lead to 
poverty. ^ The objects of a society should be to give effect to 
‘the teachings of economics. 


LIABILITY. 


Fob some reason or other, there seems to be more un- 
necessary controversy over the question of liability of mem- 
bers of co-operative societies than over any other. The 
undoubted benefits of retaining unlimited liability in 
small rural credit societies are so marked that an impression 
has gained ground that unlimited liability was deliberately 
adopted in order to secure those benefits ; while, on the other 
hand, this principle is regarded as a stumbling block to the 
.spread of co-operative credit in such countries as England 
-and America. As an instance of the first, there may be 
quoted Mr. Wolff’s remarkable statement that “ Raiffeisen 
adopted unlimited liability in order that societies should 
stand on no etiquette with candidates, consider well 
whether such were eligible and unsparingly supervise 
them. The simple fact is that when Raiffeisen founded 
his first societies, there was no privilege of limited liability 
accorded by the law. Of the second view there may be 
■quoted, as an instance. Professor Carver’s opinion that in 
the United States the principle of imlimited liability would 
absolutely prevent its being even seriously considered by 
fairly prosperous, property-owning farmers.2 It so happens 
that unlimited liability is the ordinary rule of business and 
of many social institutions, and is only replaced by limited 
liability under special conditions and under special regu- 
lations. In actual practice, under wise restrictions, it pos- 
sesses no serious dangers. As Professor Alfred Marshall 
points out, the term Joint Stock Company in early times 
meant little more than association of a few members of the 
same family, or a few neighbours having intimate knowledge 
of one another, who imited their resources, or parts of 
them, for some venture. As a rule the venture was one which 
required a larger capital than any one of them possessed ; 
or else it involved risks, the whole burden of which was too 


1 Co-operation in India, p. 63. See Fay, Go-operation at Home 
Edn.). The German Law of 1867, prescribed 
iSbiWfcy®*^ J^abihty for all societies. The Law of 1889 permitted limited 

Economies, p. 281. The fault would not 
he with nnhmited liability but with lack of mutual trust. 
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great for any one of them to bear. The joint stock principle 
in England was for some time applied almost exclusively 
to trade with distant lands* and later to exploit the mineral 
resources of the country. The wild speculation of 1700-1720 
evoked a law, under which the privilege of trading in joint 
stock could be obtained only by special charter. As each 
member of such a company was liable for all its debts, a 
prudent and responsible man was unwilling to take a share 
in it, even though it afiorded reasonable prospects of high 
gains, unless he knew enough of his fellow members to be 
sure that he would not have to bear a great part of the burden 
in case of failure. The first steps toward legalising limited 
liability were taken timidly in England, and it was not until 
1862 that the full privilege of limited liability was made 
general.2 It soon became universal in regard to railroads 
and is gradually spreading in banking and manufacturing, 
and other industries. But nowhere can any person or body 
of persons claim limited liability in any enterprise without 
subjecting themselves to certain drastic restrictions em- 
■ bodied in the Company Law of the land. Limited liability, 
then, is a privilege of quite modern introduction, hedged 
round with conditions. These conditions are not suitable 
for such small societies as village banks or even ordinary 
agricultural societies. Where a large amount of capital is 
required for any enterprise, it becomes impossible to confine 
the contributors to members of a small circle sufficiently 
intimately acquainted with each other’s affairs to ensure that 
mutual trust which is essential when liability is unlimited. 
It is also true that where the sharers in any enterprise are 
drawn from such a wide circle that mutual acquaintance 
of an intimate nature cannot be guaranteed, then unlimited 
liability is dangerous. Quite apart from what the law permits, 
or does not permit, unlimited liability has been found to carry 
with it certain advanta.ges of considerable importance in a 


^ The East India Company is a conspicnons example. 

2 Marshall, Industry and Trade, pp. 311-312, Limited liability 
was allowed to a certain degree by an Act of 1825, and another of 1844*. 
Liability may be limited by the amount of a share- A share may be fully 
paid up, in which case the holder has no further liability except to refund 
dividends improperly paid, or only partially paid up, in wlxich case the 
remainder constitutes reserve liability. Or liability may be by 

the guarantee of members to pay a certain sum on liquidation in place 
of or in addition to share capital. The English Limited Liability Act 
of 1856, at first excluded Banking and Insurance Companies and the first 
Indian Act (XIX of 1857) was almost literally copied from it. Banking 
Companies in England were allowed limited liability in 1859, and in India 
in 1860. The English Law of Umited liability w^as taken from the French 
Law. 
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co-operative society. In tte first piace, it is tiie cheapest 
form, it is the only security that can be developed in a very 
poor community ; it is the only security on which working 
capital can be secured for the business.^ Schulze Delitzsch 
considered this unlimited liability indispensable at the begin* 
ning, in order to put all on guard in an association composed 
of persons not yet accustomed to forethought in financial 
matters. It would oblige each to watch his associates as. 
well as himself. Later on, when the members have become 
better trained and acquainted with each other, and lenders, 
appreciate their credit value, they might limit their 
responsibility.^ 

Schulze Delitzsch and his immediate successors warmly 
advocated unlimited liability, but the national convention of 
his societies in Germany in 1894 passed a resolution favourable 
to limited liability and in 1896 declared that no distinction 
should henceforth be made in the matter.^ The House of 
Lords Committee on the Thrift and Credit Bill regarded 
unlimited liability as a wholesome condition. It creates- 
confidence among intending depositors, secures careful dis- 
crimination on the part of the managing members in the 
lending out of the banks’ money to borrowers, and also secures 
some assurance that the money will be used for the purpose 
for which it is borrowed. 

The value of the unlimited liability of a poor member 
cannot be gauged otherwise than by experience. Even 
Mr. Wolff, when giving evidence before the House of Lords 
Committee, agreed that the unUmited liability of a borrowing 
member who had borrowed to the full extent of his credit was 
nbt worth much, and seemed to admit that the unlimited 
liability was practically only the liability of the benevolent 
man, the squire or some person of that kind, who gets nothing 
from the risk he runs. It will be remembered that Eaiffeisen 
tried to keep the big landowner in the society, even though 

^ Sir H, Piuiikefcfc’s Evidence before the House of Lords Committee ? 
The moment you begin to ay -well, after all, it oniy costs us so much 
if the bank bursts ;—the bank wiil burst ! ” c/. also Carver, p. 2S1 
Among a few very poor farmers, no one of whom owns more than a very 
few hundred dollars worth of property, and all of whom are about equally 
wealthy or poor, the principle of unlimited liability is essential in order 
to secu^ credit on favourable terms and is no serious drawback from tlb.e“ 

■ standpoint of the Individual 'farmer. 

4 . 272—273 Experience has fully proved the' 

tratn 01 this. But by the time the members can limit their liability, 
they have learned that there is nothing to fear from unlimited liability 
wisely controlled. 

® Herrick, p. 27 §. 
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in such a case the poorer members are inclined to yield the 
' Control to the rich.^ The disincliiiatioE of those better 
off to join credit .-societies is, of course, not unreasonable 
where the societies axe not corporate bodies. The system 
hnown as unlimited liability in Germany is well calculated 
to frighten away the more wealthy farmers. There, a creditor 
may sue any member for his debt and recover from him and 
leave him to recover from the other members. In England, 
where there is unlimited liability without incorporation, the 
difficulty is surmounted by appointing trustees who control 
the funds, enter into legal contracts, etc., and so become 
the defendants in any suit. In India, societies are corporate 
bodies, and it is the society, and not the members personally, 
which enters into contracts. Accordingly, the unlimited 
liability of the members is, what is termed, unlimited contri- 
butory liability ; that is to say, the members are liable to 
make contribution to any deficiency in the assets on winding- 
up. They must make good this deficiency somehow, even if 
the richer have to bear most of the burden ; but as it is only 
liability for capital borrowed (in the way of loans and deposit) 
and as borrowing by the society is controlled by the members, 
the latter are in a position to control their own liability. It 
cannot be doubted that even in these circumstances the 
more well-to-do cultivators prefer to stand out, but expe- 
rience shows that their fear is not weH grounded. However, in 
India, we can hardly expect more public spirit than is shown 
in more advanced countries such as Ireland, where we read 
that when credit societies began to spread into districts where 
comparatively well-to-do farmers might have Joined them, 
these men were frightened away by the prospect of being 
responsible to an unlimited extent for their neighbours.^ 

Where all the funds belong to the Society (as share capital 
and reserve), there is no liability, and there is some danger 
that the ties which bind the members together will be loosened. 
The fact that all the members are jointly and severally liable 


^ Herrick, p. 293. 

^ Hnral Reconstruction in Ireland, p- 141. Tb.e distinction between 
limited and unlimited liability is clearly put in Section 60 of the original 
Indian Limited Liability Act (XIX of 1857^) : — In the case of a company 
being wound-up by the court or voluntarily, the existing shar^olders 
shall be liable to contribute to the assets of the company to an amount 
sufficient to pay the debts and liabilities of the company, and the costs, 
charges, and expenses of winding-up the same, with this qualification 
that if the company is limited no contribution shall be required from any 
shareholder exceeding the amount, if any, unpaid on the shares held by 
him. This is reproduced in more elaborate form in the present Companies 
^ C/. Section 15-6{i) and" (iv). ' " ■ ' ' 
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for outside debts iuvoives many consequences : (1) members 
must be selected, as obviously every one wants to be sure 
tbat a new member will be able to bear bis share of the common 
burden ; (2) members must be formally admitted, so that 
there will be some proof that they have accepted legal liability 
for the debts of the society as they stood on the date of ad- 
mission ; (3) members must be allowed to withdraw in case 
they find the society incurring a heavier liability than they 
desire to share in ; (4) the liability of past members must 
continue for a period, so that the surviving members have 
opportunity to proceed to liquidation if they consider that, 
in consequence of withdrawals, the liability is becoming too 
great for them ; (5) members must not be allowed to transfer 
their share or interest to any one they please, but must only 
transfer to or through the society, for the survivors must be sure 
that the transferee is fit for his liability^ ; (6) the members 
must be able to expel any one whose liability is worthless, 
or who has pledged it in another society of unlimited 
liability ; (7) the list of members is the list of persons liable 
and so must be kept up to date ; the date on which any one 
ceases to be a member must be carefully entered, as from this 
date commences the period of liability of a past member ; (8) 
accounts must be strictly kept and duly audited so that the 
extent of the liability can be definitely established, and all 
members must have the right to see the accounts^ ; (9) amend- 
ments to by-laws must require a considerable majority of the 
members, as an amendment may alter the liability ;{10) 
the members in general meeting must settle the maximum 
liability they are prepared to undertake; and (11) must 
have full power over the employment of funds ; (12) a reserve 
fund IS desirable to protect the liability, as any loss will first 
fail on the fund ; accordingly (13) a limitation of dividend 
IS desirable so as to leave more for reserve ; (14) members 
must have the right to secure independent inspection of the 
accounts and in the long run (15) to bring about the liquida- 


f Company can ordinarily only object to the 
transferee if the share cam®s a reserve liability ; if it is fullY paid up the 
S to selUreely. An extremVcase will SmtItL 

point, bnppose a society or company, with a large reserve liabilitv is 

tottenns towards bankruptcy : in the absence of any restrictions the 
sharehotders conldsell to the nearest Innatic or mSor for a noiina" 
would be uo legal liability, the reserve liability 

itsaooounllfan^'S'^M 
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tion of the society and so definitely close their liability. 
Where liability is unlimited, there must be intimate mutual 
knowledge between the members, and this can only be secured 
by contoing selection to a small area. Where liability is 
limited, there is less need of mutual knowledge of each others 
affairs, the area can be larger, the number of members can be 
greater and the whole transactions of the society can be 
carried on on a grander scale. The need of the unselfish co- 
operative spirit diminishes, the bond becomes purely an 
economic one, and the educational and moral value of the 
society declines unless provision has been made for some 
compulsory contribution to an education fund, the manage- 
ment of which will serve to remind members of their duty to 
society. 

Unlimited liability is protected by the points noted abo ve ; 
in a credit society it is further safeguarded by the restriction 
of loans to productive purposes, so that the borrower will be 
fibtiancially stronger after expending the loan than before ; by 
the insistence on sureties and on punctuality of repayment ; by 
supervision of the expenditure on the object of the loan and 
the power to recall if the money is misapplied : and, finally, 
by the building up of a compulsory reserve which is declared 
indivisible, even in the event of dissolution of the society. 
Thus, if the expenditure of a sum borrowed yields less than 
itself in return, the loss will fall first on the member, secondly 
on his sureties, thirdly on the TeseiYe^ fourthly on the share 
capital, if any, fifthly on the unlimited liability of the members 
s,nd finally on the creditors of the society. Experience shows 
that the protection of the latter is complete. 
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INTEREST. 

The question of interest has always played an important 
part in the co-operative movement. In the industrial 
world, it has for long appeared to the workers to be unfair 
that the owner of capital should receive not only a fair rate 
of interest,, but also a profit in addition, and worst of all, a 
control over the industry. To their minds it seemed that a 
more just arrangement would be to give a fair interest on 
capital, and to distribute to the workers the profits accruing 
from their labour ; while the control of the industry might 
well be partly, if it could not be wholly, in their hands. The 
English co-operative movement has undoubtedly achieved 
a great measure of success in this direction. Capital receives 
-5 per cent, interest and is completely ousted from control. 
Even although one significant result of the movement has 
been to place a little capital in the hands of each co-operator, 
amounting in all to a very large sum, the temptation to give 
capital a right to profit or control has been sternly resisted. 
Self help and thrift have been the chief means whereby 
co-operation has won this success. 

In agriculture, the conditions are so widelv different 
from those surrounding other industries, that self help and 
thrift alone could not help the cultivators to surmount their 
difficulties. The cultivator receives neither a weekly wage 
nor a daily profit. He has to wait several months for the 
return on his labour, and, except where mixed farming is the 
rule, he receives his income at only one or two seasons in the 
year. Further, although over a long period of years, a good 
average return is practically certain, he is constantly subject 
to the caprice of the weather and can seldom foresee, any 
distance ahead, whether the next harvest will be a bad one 
or a bumper. It is for some such reasons as these that the 
cultivator needs credit, and, needing credit, must pay interest. 
Inow every where and in almost every country there is a. ' 
of person who seeks to make profit from the cultivator’s 
. The independent nature, of his calling and : Ms v-: 
of accounts render him a peculiarly easy 
possesses transferable rights in 
available makes him a peculiarly 
one result ^ is that the small peasant ^ 
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proprietor is generally overburdened with debt, and another 
is that co-operative credit is being widely, almost universally 
advocated for him. The question of interest thus calls for 
somewhat detailed treatment. The subject is, unfortunately, 
for calm economic discussion, mixed up with religious doctrine* 
and, accordingly, it may be of some advantage to begin with 
a brief historical survey. 

It is not improbable that the objection to interest arose 
from the fact that in early times the investment of money 
for productive purposes was little resorted to. It would be 
difficult to imagine credit under a system of barter. In a 
pastoral age, also, there would be little scope for a money- 
lender, or for any productive investments. Even under the 
system of self-sufficing agriculture, the need for productive 
credit would be small. In every age, however, men are apt 
to have needs or desires beyond their immediate means to 
satisfy, so that borrowing for purposes not ordinarily classed 
as productive would not be unknown. It is thus not im- 
possible that ^ the prohibitions against interest were aimed 
at unproductive expenditure.* Certain it is that as the 
opportunities for productive expenditure on a large scale 
have increased, the antipathy against all interest has been 
changed to antipathy against excessive interest or usury. 

In ancient India, the Hindu lawgivers seem to have- 
aimed at controlling the rate rather than at prohibiting 
interest altogether. Manu allowed 15 per cent, per annum 
on secured loans, and 24 per cent, per annum on unsecured. 
The rate was to be higher for low caste people than for hi^h 
caste. The highest limit to which interest was to be allowed 
to grow was double the amount of the principle (Damduppat) 
usury was condemned.^ 

Amongst Christians, the precept “Lend, hoping for 
nothing again ” * has formed the basis of a long series of 
efforts, at first, to suppress, and, later, to control, the tatin<» 
of interest. For centuries the matter was regulated by the 

IstW of tli 0 churcli, snd pciisltiovS of s r©ligioiis nature w6ro 
prescribed. So long as there was little opportunity for the 
accumulation of wealth and equally little scope for its invest^ 
mant. the law of the church suflSced to restrain Christians 


• Of. Professor Kale’s Indian Economies, pp 442.443, 2nd 

Authorised version; but the text of the 
raus '-lend, never despairing,” which can hardly b» 

ftonstnied mto a prohibitioa of interest. 
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: from praetisimg' moneyleiidiEg, Agriciiltiire was confined 
to producing the requirements of the household, it provided 
little material for trade. Trade and commerce were un- 
developed, and credit, as now understood, was hardly known. 
\¥here funds were needed for the prosecution of any enter- 
prise, they could be obtained by inducing men of wealth to 
share in the risk and the gain. So long as there was no 
fixed return promised for the use of the money, but an un- 
certain profit, there was nothing unlawful in lending. With 
the steady advance of civilisation, however, the law of the 
church alone seems to have been considered insufficient to 
prevent the spread of moneylending, and there began a long 
series of efforts to check the practice by legislation ; the 
first English Statute was enacted in A.D. 1488. This declared 
void all contracts for lending anything at interest, and ren- 
dered the parties liable to a fine of one hundred pounds. A 
few years later the penalty was altered to the forfeiture of 
one half the money lent. This proving insufficient, it was 
enacted that all parties to moneylending shall be set on 
the pillory, put to open shame, be half a year imprisoned 
and pay twenty pounds.” All these measures failed to sup- 
press usury, and, in consequence, it was next attempted to 
control the rate of interest. In 1546, usury was declared 
unlawful and the maximum rate was fixed at 10 per cent. 
In the ensuing years, this rate was reduced, until in 1714 it 
was fixed at 5 per cent ; the penalty for disobedience was 
a fine of three times the money lent. Trade was rapidly 
expanding and it now came to be seen that these laws were 
a serious impediment, so in 1834 promissory notes and bills 
of exchange were exempted. In 1855, it was realised 
that the attempt to control the rate of interest was as much 
a failure as the attempt to suppress usury altogether, and the 
usury laws were repealed.^ 

The evil, however, continued, and the present policy is 
to 'fight i^ by restraining the usurer, and by giving the courts 
power to go behind a bargain agreed upon by the parties 
and to award' such' rate of interest as may seem reasonable. 
The English Money Lenders Acts give effect to this. 

The verdict of history seems to be that the attempts to 
■ suppiess usury achieve . their . object. The laws 
retarded ; economic: ■ ' development; ■, they ' encouraged the 
hoarding of money and jewellerv and led ine'vitablv to schemes 

^ Ck)ilaM : The Money Lenders* Acts, pp. 1-2, also Lipson*s 

Booncmio History of England. In ' mediaval times all moaeyleadew" 
property was confiscated on Ms death. ^ ^ 
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; 'Of systematic evasion. . For instance, it is easier ■ to punish' a 
: man than a corporation, so that a town might lend when" a 
man could not, and instances of this frequently appear.^ 
The laws broke down before the great expansion of industrial 
and commercial activities of the sixteenth and seventeenth 
centuries. ■ One very important efiect resulted which has 
left its mark on England and Europe to the present day. 
The prohibition applied only to Christians. The Jews were 
not bound by a precept in the Gospel, and, accordingly, they 
acquired a monopoly of financial business and financial power 
which has placed them in a position of great advantage. In. 
consequence, or perhaps it would be more correct to say in 
part consequence, they have incurred widespread unpopu- 
, iarity and have suffered^ cruel persecutions. The position is 
iiot without a parallel in the Western Punjab. 

The experience of Engknd suggests that the tendency 
of remedial legislation, which increases the money lender^ 
difficulties and diminishes his profits, is invariably to- send 
up the ^ rate of ^interest in the ordinary money lender^s 
'.transaction. This^rate is always high. The lender ^haS' to 
run considerable risk, unless good security is forthcoming ; 
lie has to face constant difficulties in enforcing Ms contr^t ■■ 
and suffers frequent losses.^ His interest' charges " must 
'Cover these risks, must allow for these difficulties and must 
recoup him his Josses, and, perhaps, in addition, they should 
recompense Mm for the low' esteem" in which he -is 
commoniy, held,. A considerable '.portion of Ms business ' 
would not be effected by the introduction of any 
alternative systems of credit, however widespread it might 
be. There wiil^always be improvident people, expectant heirs, 
or even men in good business suddenly placed in a position 
in which they are in urgent need of ready cash but without 
a marketable security which they could offer to a bank. But 
from many of the evils attendant on moneylending the only 
.practicable means .. of escape seems to be a ' sound system' of ' 
co-operative credit, spread throughout the land and rendered 
available to all whose character and reputation show 
them to be deserving of trust. 

^ From the above it will be seen that the attitude towards 
interest adopted by the mass of any people must h%ve a 
very important influence on their material progress. In 
Europe, Jews amassed wealthy while Christians remained 


^ Of. LipsoB, p. 530. 

■* WaliB : 0iBBrio«s Loans Act,,p» lii. 
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poor. Ixi India, and probably elsewhere, Muhammadans 
ha¥6 remained backward while other races have advanced. 
The refusal to take interest in any form entails a complete 
abstention from banking and other transactions involving 
credit. Without trade and commerce on a large scale, no 
country, no people can amass wealth, and without wealth 
there can be none of the many amenities of civilisation 
requiring the expenditure of large sums of money. Many 
Muhammadans refuse to take part in trade : many will not 
invest savings in joint stock companies ; many are discouraged 
from practising thrift for lack of the incentive which exerts so 
powerful an influence amongst other peoples. A poor people 
cannot pay much in taxation and so cannot enjoy such 
things as free education. A poor people cannot enjoy the 
benefits of large public works, such as metalled roads, rail- 
ways, bridges and harbouns ; and without these they are 
compelled to waste time, energy and strength, which could 
be devoted to better ends. It is considerations such 
as these which have led some friendly critics to deplore the 
prospect that Muhammudans must always remain backward. 
Were this inevitable, then the future for a large portion of 
the population of India would indeed be gloomy : but it is 
possible, it is probable, that a solution will be found in co- 
operation. Co-operative credit seeks to remove the objec- 
tions to interest by reducing it to the bare minimum required 
to attract the money needed, and when there Las been accu- 
mulated a sum sufficient for the needs of any community, 
there no longer remains even this need for the payment of 
any interest at all. In several societies already a stage has 
been reached when it is no longer necessary to charge any 
interest on loans* 

The co-operative movement deserves the close study of 
Muhammadans as it seems to ofier the only solution of 
their difficulties in regard to interest. Usury Laws have 
failed. The eixperience of other countries confirms that of 
England. In Austria, for instance, similar laws have proved 
in vain : the stricter the law the greater was the cunning of 
the moneylender in circumventing them.^ Of Spain it is 
said that the recent law of 1909 is almost everywhere frus- 
trated.^ Were there any success to record, it would have 

^ Faber : Co-operation in Banish Agriculture, p, 10. 

® Ward : The Truth about Spain, p. 229. / But in comparatively 
recent times the German legislature has brought back the legal psgohibition 
f usury. ' ¥sury is still regarded as a criminal ofience, but the definition 
•ol what is usury is not strict. Ashley ; Economic Bistoiy, Book I, 
€h. iii. 
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been pubfehed abroad, but notMng of this nature is forth« 
coming. The only solution seems to be to confine the attack 

BOt agamst all interest, but against, excessive interest.' ' ; 

If this be accepted, the question arises ‘ What is a fair 
interest . Interest itself is not easy to define. It, in earlv 
days, meant any payment for the use of money, and the 
idea seems to have involved a fixed fee so that 'a share in 
any enterpnse was not included. Later interest came to 
mean compensation for non-fulfilment of a contract, so that 

stSatid^^^ money repaid within a 

T “It’ interest for deferred 

rfau^ri i f? Act it is defined (Section 2, 

Clause 1) to include the return to be made over and 

above what was actually lent whether the same is charged or 

bOUiyllTj TiO nA TA/>nxr£iV*£a/3 T1 t * . . ® 



thea^nt of cask .3 

deducts the interest in advance and hands over the balance 

T is handed 

over. In this sense, interest means not only the charge 

iZi ^ of capital) but 

includes so much of the costs of borrowing as are paid to 

SS-. co-operative credit societyf these 

costs should be very small. Ordinarily by ‘ invest ’ ia 
meant that sum which mil induce an owner of money to part 

conditions which include a prac- 
tical certainty of its return. The rate of interest, thus defined 
18 easily ascertainable with sufficient accuracy from the return 
accruing on government paper at the current price. Thus 

10®’ bearing interest at 3| per 
the open market for Es. 60, the rL 
fiio ■ • P®^ ^nte, thus calculated, is usually 

the mimmurn rate at which money can be borrowed. It 
yve^tSie^. money and the supply at any 

in ordinary transactions, there must be 
, S consideration of the fact that the security 

addl+^n offered by Government. This 

addition is really of the nature of insurance against loss 

to iSfvLd a?1 f f nsactions it should be sufficient 
to make good all losses due to defective security. It denends 
•,> upon the security offered, le., upon the risk of lending.^ 
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A farther addition may have to be made for the cost of 
collecting the loan, especially if the borrowers do not repay 
punctually and willingly. 

A further addition has to be made for the costs of the 
lender incurred in his business, e.g., office rent, clerks’ pay, 
stationery, etc. 

A further addition may have to be made if the demand 
for money fluctuates widely ; if during part of the year some 
of the available money lies idle, earning no interest, then all 
the income required under the above heads must be obtained 
from the gross interest charged for the period during which 
it is being earned. 

In the transactions of a village credit society these items 
have to be considered and the rate of interest has to be fixed 
so that over a series of years the society will suffer no loss. 
In so far as the interest charged just fulfils this requirement, 
the society is carrjdng out the co-operative principle of ren- 
dering services at cost. But prudence suggests that the 
rate of interest should be pitched a little higher than this, so 
that there will always be something in reserve. Practical 
expediency suggests even more ; the borrower, it is urged, 
should be made to pay a little more than the cost of lending, 
so that there will in time grow up from the surplus a common 
fund which may be regarded as the result of compulsory 
thrift, ^ ^ 

The' building up of a common capital from this source 
has the advantage that those who make most use of the society, 
and so presumably gain most from it, contribute in greater 
degree to the common fund. The main point to bear in 
mind is that, in co-operation, capital is only entitled to a fair 
interest and nothing more ; it carries with it no right to any 
share in the control. 

To complete the brief note on the history of usury laws, 
it may be of interest to note that, in India, by an Act of 
1773, the maximum rate of interest was fixed at 12 per cent, 
per annum, but by Act XXVIII of 1855 all usury laws 
were repealed and the interest agreed upon by the parties was 
made^Iegally recoverable. The text is as follows 

_ Section II . — -In any suit in which interest is recoverablej. 
the amount shall be adjudged by the court at the rate, if 
any, agreed upon by the parties ; and if no rate shall 
have been agreed upon, at such rate as the court shall deem 
reasonable. 
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Section ///.—Whenever a court shall direct that juds- 
ment or decree shall bear interest or shall award interest 
upon a judgment or decree, it may order the interest to be 
calculated at the rate allowed in the judgment or decree 
upon the principal sum adjudged, or at such other rate as 
the court shall think fit. 

Section /F.— A mortgage or other contract for the loan 
of money by which it is agreed that the use or usufruct of 

P^op®^ty shall be allowed in lieu of interest shall be 
Dinding upon the parties. 

Section F.— Whenever under the Eegulations of the 
Bengal tode, a deposit may be made of the principal sum 
and interest due upon any mortgage or conditional sale of 
land hereafter to be entered into, the amount of interest to 
be deposited shall be at the rate stipulated in the contract or, 
if no rate has been stipulated and interest be payable under 
the terms of the contract, at the rate of 12 per cent, per 
annum: Provided that, in the latter case, the amount 
deposited shall be subject to the decision of the court as to 
the rate at which interest shall be calculated. 

Section VI. In any case in which an adjustment of 
accounts may become necessary between the lender and the 
borrower of money upon any mortgage, conditional sale of 
landed property, or other contract whatsoever, which may 
be entered into after the pssing of this Act, interest shall be 
calculated at the rate stipulated therein ; or, if no rate of 
interest shall have been stipulated and interest be payable 
under the terms of the contract at such rate as the court shall 
deem reasonable.! 


.< V history of European views on interest, 

Ashley: Book 


CONDITIONS NECESSARY TO MAKE A 
CREDIT SOCIETY CO-OPERATIVE. 

In paragraph 3 of their Abstract Report, the Committee 
on Co-operation in India give a statement of the conditions 
which they considered must be fulfilled in order that a society 
may be fully co-operative. The Committee were referring 
to credit societies only as they were chiefly concerned with 
the financial aspects of the movement. This statement 
is interesting as indicating the conception of co-operation 
held at the time when the Report was written. In the 
last six or eight years, however, agricultural co-operation 
has been thoroughly examined, especially by American and 
Irish writers, and much fresh light has been thrown on its 
real po.sition in rural economics. The Committee were rather 
obsessed with the Eaifieisen system of credit and gave far 
too little attention to co-operation as the only system of 
organisation suitable to agriculture. It is not necessary to 
be poor to derive benefit from co-operation, just as it is not 
necessary to be rich to derive benefit from a joint stock 
company, under both systems the same amount of capital 
would be needed to achieve the same object. Agriculture 
piffers from other industries in that it is carried on by a very 
large number of workers, each of whom controls a certain 
amount of capital independent of the rest. Every farmer is, 
to a certain extent, a capitalist, every farmer is also a labourer, 
a buyer and a seller, and he is expected besides to be a highly 
scientific exploiter of the soil. He cannot specialise in all 
these functions, but he can combine with other farmers and 
share with them the expenses and advantages of specialists in 
each branch. Trade, commerce, finance, transport are all 
organised and between them will squeeze from the farmer 
all the profits of his industry, unless he too organises and 
thereby controls his own destiny. It is the rapid organi- 
sation amongst those with whom he deals that forces upon 
Mm the imperative need of organisation with his neighbours. 
The ^Committee on Co-operation produced a report of great 
value on Eaifieisen credit, and it is to Raiffeisen credit that 
the following pages especially relate ; — • 

The theory underlying co-operation is th<U weak tndiv- 
‘ duals are enabled to improve their individual productive capacity^ 
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It is opposed to state control and sets up self-help and self- 
control as its aims. Co-operation, writes Air. Holyoake, is 
a self-defensive individualism, made attractive by amity, 
strengthened by interest and rendered effective by associa- 
tion. It has from th# first appealed to self-help and 
inculcated self-dependence, 

“ Hence the first condition obviously is that every member 
should have a hnowledge the principles of co-operation^ if 
this co-operation is to he a real and not a sham" 

Elsewhere the committee write that ‘most of the 
faults found m societies are due to the lack of teaching of 
true co-operative principles, and the importance of proper 
teaching ^can scarcely be exaggerated. With this, all who 
have studied the movement will agree.* 

+1, England, the greatest attention has been devoted to 
the teaching and dissemination of co-operative princinles 

Agricultural OrganisatioS Socfety 
was founded to improve the condition of the agrieultur^ 

JSSSr ^ PiiMiples and methSd. 

• * • • • India the Government has acknow- 

to supply co-operative education through 
the Eegistrars and their staff. The connection between ^o- 

S’^Sck as ‘^iS'^tbe r greatest importance ; so 
follower xConpess was addressed as 

K the mass of your members are not sufficientlv in 
structed in econonuc science, in the facts of commerce in 
the state of this and other countries, in the history of trade 
m general toowledge, and, in particular, knowledge of what 
you aim at and how you seek it. ....... .if thf Ll S 

your members are not sufficiently instructed in theseS„? 

there arises a real danger to the cooperative movSif S 
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pern ana youi productive endeavours will continnA 

the faduie which they too often Htherto™vrbem Y.t 
movement is a democratic movement if ever thoro ' 
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■t. sn^ess wiU depend L the good^^ eTt\:^.S:sfroi 

anderstOdfand fe^j^rOnslppi^iate w generally 

tive organisation formed te ^Sst of it~®r® ^^^^eenaco-opera- 

foimd, regardless of their soimee, success of 
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your people 
'' members in 

It is i 

ment that 

Banks and Boan Societies. 

“/n the^ formation of a 
careful selection as members o 
men who have given satisfacto? 
to lead an honest life in future, 

^ As already noted, honesty and 
gation are substituted for j ' “ 

essential principle that members' 
election. The best security that 
give is the quality of its membei 
society seeks to secure is a v* 
presumable trustTOxthiness (Wolf)' 
means peculiar to 
banking. 


...j^ixst you must educate' 

your own principles....^’ ^ 

in tlie moral and educational elements of tie move- 
w co-opeiative societies differ from Agricultmal 

sjmety the first essential is the 
■ ‘ men, or at any rate of 
antees oj their intention 

a sense of moral obli- 
material assets and hence the 
must be admitted after 
a co-operative society can 
s ” (Luzatti). What the 
iei^t clientele elected for their 
j This is not by any 

co-operation, it is a rule of ordinary 

doors aS o»o " ".Xar»3Ss“o“rtS JL" 
you draw the line at dishonesty” (Eael Ti’s a bfn w! 

reg1Sc.^thelS*ab-lT'*-^^‘'''^^^® information possible 
p];f r.+, tnnffc, ability, industry and integrity of his 

im f ^ banker could advance money to a man whom ho 

ob^m and v^rt^* condition seems sufficientt- 

oovious, and yet objections used to be made to fho T^r^T^rrs. 

pven m the by-laws to expel memberrfoTdSioJesIy and 3 
characters were frequently admitted into LdeS Tt S 
lOwever generaUy realised that, aHhe fembem ^ 

' SectiSl’ilfs 20 ^^"(«;rprodditfg for e?JSonf 

alinw providing that societies shall make by-laws 
EmfHsh^ emulsion of members and transfer of shares and 

oSfsocSffrAf^®*^'^ IndusS and 

ceTSe must as a condition of registration 

i nrovide are transferable 
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As regards the dmlings of the society, it should lend to Us 
members onhjd’ 

This is provided for in section 29. Obviously, it is little 
use making elaborate provision for the selection and reten- 
tion of honest members if loans can be made to non-members 
not subjected to the same process. This is the principle of 
all co-operative associations, the confining of benefits to the 
members and must be the object of all societies (see 
section 4). No one would advocate that members should 
undertake unlimited liability for the debts of non-members ; 
but, where the object is not the provision of credit, there -s 
less objection to dealings with these. 

The loans must in no circumstances be for speculative 
purposes, ivhich, so far from encouraging thrift and honesty, 
ham exactly the opposite effect. Loans should be given only for 
productive purposes or for necessaries which, as essentials of 
daily life, can fairly he classed as productive. The borrowers 
should he required to satisfy their fellows that they are in a posi- 
tion to repay the loans from the income that they will derive from 
their increased productive capacity, or that by the exercise of 
thrift they can effect a margin of income over expenditure tohick 
will suffice to meet the instalments of their loans as they fall 

This condition is, of course, borrowed from ordinary 
rules of sound banking. A banker must know his client, 
his work and his needs. Says Rae. You will have to 
satisfy your mind in every case, before parting with the bank’s 
money that it is required for legitimate business use and not 

for rash and foolish speculation You will do 

wisely to make it a rule absolute whenever you are invited 
to lend the bank’s money in any shape or for any purpose,, 
to satisfy your mind that the means will exist in available 

form, to repay the money when due ; when a man 

comes to you for a loan, unless the transaction is clearly in 
the direct line of his business, you have a right to know for 
what purpose the advance is wanted.” 

British banks claim that they provide sufficient sound 
.financial facilities and are not shy - in- making' advances on' '■ 
the strength of their customers’ known ability and integrity. 
In the Report on Rural credit in Ireland, the Provincial 

^ ^ discussed credit here as I have already issued a long 

pamphlet on the subject, based on the opinions of many writers, Prof* 
wae IS very clear, see also Hetrich, Belismari, Carver, N’Icbolson, Pnpemes:# 
Hnebner and others* 

C, CSA ill 
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Bank submitted in evidence that it supplied deserving /armers 
TOth every smtable accommodation that could prudently be 
£ven on business Imes. The quaUfying adjectivi, of coLe 
re sigmficant, and on the interpretation based upon them 
rests the controversy as to whether joint stock banks finance 
agnculture adequately. anance 

There should be no hesitation in enforcing the strictest 
compliance with this principle ; if a banker regarding oniy 
the interests of ins bank, treats it as a rule absolute a co- 
operative society.bound by its objects to promote the interests 
of its members, must be still more strict. The underlying 

employment of the loan becomes 
a pledge for Its own value. The bank is not formed to practise 

creto for certain approved transactions oiv, tranractions 
which promise to repay the outlay with interest, to improve 
the position of the borrower and which are appropriate to 

the matenal assets of the members but in the ability and 
desire of the members to put the borrowed nionev to pro- 

tWh^ repay the loan out of the profits made 

thereby Each loan should mean so much earning capacity 
so much producing power for the individual borrower!^. . . 

genuine pro- 

me^rof^lTd-T®®’' 2.) The Govern- 

aiirt i/i ’j ^re equally emphatic. Co-operative credit 

It i?not its^M T? 5°^ productive or provident outlay, 
pofto outlay and it is 

JhWt P anyone who asks for it. Its real 

object is to provide agriculture with ready money for the 

Tber<?m^^+^K such agriculture more profitable. 

money 

lent reproducing itself with increase.” ^ 

nnp soundness of this condition, it'is the 

granted, but most provinces 
bv kwsd^fi!?’ requiring societies to make 

aS wfl r ® Purposes xor which advances may be made 
and Local Governments may make rules under section 43(o). 

^ ^ Improvement and Agriculturists’ Loans 

alreaSrSn ^ very serious even a_ dangerous relaxation has 

j een permitted in the addition of necessary purposes, 
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but in this same paragraph the committee iEsist that loans 
must be given only when they are really necessary and desir- 
able’’^. Even at the risk of over-elaboration the following 
extract from Mexon’s English Practical Banking ’’ is 
added, ‘‘a banker will wdsh for information as to the amount 
of advance required, the purpose for which it is w^anted, the 
length of time for which it is required, and the security which 
is to be given for it. Banking advances should be for com- 
mercial purposes, as an addition to working capital’"’ (what 
are here called ** productive purposes ”). 

Bankers do not necessarily make special enquiry into 
the object of the loans, but it is the duty of managers to 
keep themselves conversant with the circumstances of their 
clients and to satisfy themselves that the money is required 
for some legitimate business purpose. It is here that hanking 
diflers from money-lending, and it is the neglect of this rule 
that makes the ordinary money-lender such a curse to 
^society. 

When a loan has been given, it is essential that the com- 
mittee of the society and the other members should exercise a 
vigilant watch that the money is expended on the purpose for 
v)hich the loan was granted,^'^ 

This is merely an adaptation of a general precaution in 
banking. If you trust people with your money, you have 
a right to at least a general notion of what they are doing 
with it ” (Rae). It is useless making rules as to the objects 
for which a loan may be granted if no steps are taken to see 
that the money is really devoted to the object approved. The 
insistence on supervision by the committee is characteristic of 
co-operative credit but Government also directs its revenue 
officers to see that loans under the Land Improvements Act 
are spent on the particular works for which they w^ere sanc- 
tioned^. 

Rules may be made under section 43 {g) and (o). This 
insistence on supervision by the committee on the expenditure 


^ £?/. Woifi ; — J^Jecessity aione will not justUy loans it tliere is no 
■:'€eitaiii,,j)rospeot of recoveiy. 

® For a Canadian view, see the Saskatchewan Eeport, p. 49: — 
^Ihere exists a sharp difierence of opinion as to -whether, after loans liaTc 
oeen advanced, inspection should be tolerated to deterioaine whether the 
loans had been so expended, and if not, whether they should be re-called, 
xne general attitude is clearly indicated in the reply imade by a farmer * 
r do not think the fanners would like it, but -I am satisfied it would be to 
their interest.* 
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of the sum lent is necessary in the interests of outsi^Ie- 
depositors and under the Friendly Societies Act. a Tell 
society is not aUowed to accept deposits from non-memS 
imlesyts rules provide for this supervision. Prior to 1898 
such deposits could not be accepted at all, but in that yLr 
^ss?r succeeded in getting an Amending^Act 


oncelSedhP’ i'»^properly applied, it should be 


This is merely an insistence on honest dealing. The 

Agriculturists’ Loans 
and Land Improvement Acts. Mr. Wolff adds - “a man 

misgipl^^ng^ allowed to borrow 

/ 1? ’“trust- 

Loyalty to the society must be maintained and 
r ^ misconduct should be a ground for expulsion 

[section 43 (m)]. There should be a clause in the boS 
principle which should also be included 
43 S ^ Section 


of Up ^ the general supermsmv 

0 / the soaety the special supervision of individual members 
by taking personal sureties in the case of each loan. In the 

*”“»<* »*»« 


No bank would think of advancing a loan without 
security, but in co-operation the primary security for all 

iHnv nl ® “ a/advance 

JlSte valur^^ approved quality and 

Js S d if "" without security 

as witn it. iffe only rule which insures satetv in 

every case is never to make any advance without security!'. . 
Ihe proper time to stipulate for security should be before the 
oppingof anaccount.not afterwards. . ! Thef-hief 

uJn!f +T security for advances are those who have 

none to give no doubt there is security of a 

kind m honest intention, but honesty itself inly be 

overthrown by unforeseen disaster no amount 

of honesty will shield a man from misfortune.’’ ' * 

IvlTnL • ?r advanced to agriculturists. Some 
provinces insist [under section 43 (c)] on bv-laws providing 
for security and rules may be made under section iSfo). ^ 
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With the exception- of the Italian ‘ loan of honour ’ there 
is, says Herrick^, no co-operative credit society in Europe 
which does not demand of borrowers as safe security as is 
exacted by an ordinary bank. The question is more 
fully discussed in the notes under Section 43(o). The 
old English country private banks used to lend to farmers 
on the basis of their character, instead of being too exacting 
in the matter of visible securities which the borrower might 
have found it difficult to provide. When the big London 
companies bought up the private banks, they insisted on 
commercial security, and advances to small agriculturists 
declined^. ' 

The above are the conditions relating to loan transactions. 
In ail cases they merely embody the most elementary prin- 
ciples of sound banking and those who advocate elasticity 
take upon themselves a heavy responsibility. Any relaxa- 
tion must result in a marked rise in the rate of interest to 
cover the extra risk involved. Cheap credit must be secured 
credit. The interests of depositors alone demand the adop- 
tion of the precautions referred to. 

In the more general matters the society^ s business 
there should, oi course, he a committee of management tvith a 
president and a secretary, all of whom, exceft those who 
perform purely clerical duties and have no voice in the 
management, should he members of the society and give their 
services to it gratuitously!^ 

It is, perhaps, the most curious omission from the act 
that there is no provision for the constitution of a committee 
and for giving it a legal status. The Act, however, {cf. 
Section 22), assumes the existence of a committee and most 
Provinces direct under Section 43 (c) that one shall be provided 
for in the by-laws. Local Governments may make rules 
under Section 43 {g)> The question is fully discussed under 
.this Section. ■ 

Gratuitous services were insisted upon by Raifieiseii 
and at first by Luzatti, but not by Schiilze-Delitzsch ; latterly 
there is a growing tendency towards payment. The secretary 
is everywhere frequently remunerated. 

As has been already shown, the control must rest with 
the members, and hence the committee must be appointed 

^ Rural Credits, p. 467. 

® 0/. Pratt, Small Holders, p. 172. Green. The Awakening of 
iliigland, p. 338, 
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by them. A society with a committee partly appoiate^i 
ex-officio or by nomination cannot be called co-operative. 
The Italian law insists that all officers be members^. 

“ At the same time the ultimate authority should nemr 
he delegated to the office bearers, hut should be retained in the 
hands of the members, who must continue to take a ^practical 
interest in the business of the society. With this object the 
constitution should be purely republican ; each member should 
have one vote and no mme in the general meeting,'' 

See Section 13 — 

This Section states the principle of equitable associa- 
tion which is the foundation of ail true co-operation. 
It distinguishes it from co-partnership. The powers of control 
vested in the general meeting should be known to the membera 
and the powers of the general meeting should not be curtailed 
by admitting proxies from individual members. If this 
dictum is to be carried out literally, the societies must be 
small ; in a society with large membership, it is not practicable 
for each and every member to take part in the control, and 
there is a tendency for this to pass into the hands of an active 
•ainority. Undiluted co-operation, says Herrick,^ cannot 
he practised except by relatively small groups of persons. 

Most Provinces by rule under Section 43(e) insist on the 
by-laws dealing with general meetings and rules may be made 
under Section 43(/). 

All business should be trcmsacied ivith the maximum of 
publicity loithin the society. For example, there should be kept 
in some place ope7i to the inspection of every member a list 
showing the loans issued to every member, the names of his 
sureties and the amount of the loan still unpaid, and each 
member should be required to know generally how this account- 
stands : general meetings should be f requently held at which the 
accounts and affairs of the society are fully discussed ami 
explained/' 

The committee only refer to publicity loithin the society., 
If all members are equal and, especially, equal in liability,, 
all have an equal right to know of the society's transactions,. 
The only exception refers to member’s deposits. Members 
must not know who is a depositor and what his deposit 


^ VJ, Hemck, p, 351. * The board of directors may engag® m itiaaagar 

and a easMer who apoa appoiatmeat most enrol as members. 

® Bora! credits, pp. 459-60. 
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amounts to (Wolff). Undor the English Act, no one except 
an officer of the society has the right to inspect the loan or 
deposit account of any other member without his consent in 
writing. Mr. Wolff also excludes the list of maximum credits 
to be allowed to each member [see notes to Section 43 (o)] 
but the committee on co-operation require this to be fixed 
at the annual general meeting. 

Publicity without the society is usually insisted upon 
by law. Sir P. Nicholson errs, perhaps, on the side of 
exaggeration when he writes “ Publicity is, in every European 
country, the first requirement ; everything must be laid 
open to the public view.” If the society is well managed, 
members honest, and repayment punctual, then publicity 
enhances the credit of the society. Rules should be made 
under section 43 Qi) {q, v.). Publicity requires the maintenance 
of proper books of accounts [sec 43 (g)] which accordingly 
must be prescribed [Section 43 (h) cf. Section 136, Indian 
Companies'’ Act].^ 

‘‘ The express object oj the society should he the develop- 
ment oj thrijt among its members, with the hope too, that this 
idea oj thrijt may spread in the neighbourhood. - To e^ect this 
object loans must he given only when they are really necessary 
and desirable. Further the development oj thrijt and oj a 
proprietary imterest in the society should be aided by efforts to 
build up as soo-n as possible a strong reserve jund jrom profit- 
The society must also be encouraged to obtain as much as 
possible oj its capital jrom the savings which its teaching 
and example have brought about among its m&inbers and their 
neighbours.'' 

The promotion of thrift is prominently put forward in 
the preamble to the Act. As the Committee say : the object 
of co-operation is as much to encourage savings as to grant 
bans OB reasonable terms.” The principal direct objects are 

^ Publicity, of course, is very necessary if liability is unlimited but 
it is not always popular. In Austria, ‘ while the farmers are willing to 
trust the society with their savings, many are still unaccustomed to banking 
usages, and, when they, want credit, they prefer to go secretly to their 
friends or the money-lenders rather than let their neighbours know that 
they are in need of assistance (Herrick, p. 367). The late Sir T. W 
Russell, giving evidence before the House of Lords Committee, ascribed 
the small amount of members deposits in Ireland to the fact that the Irish 
pasant does not like his neighbours to know that he has money, and 
he does not trust any committee. Sir Rider Haggard quotes one 
authority who declared as his deliberate opinion that tenant farmers 
wUi not co-operate, because, co-operative accounts being open to 
inspection, they fear that their landlords might raise the rents if it 
were found that they were prospering (Rural Denmark, p. 190.) 



thus* (1) tJie encourageriieut oi tlirilr rhe accumulation 
lno;iUie capital, and ( 3 ) the reduction of interest^ 
borrowed money by ^ atem o} nuiuial orodir. See notes 

to Preamble, where It isshown ilmt a meuibor acquires a right 

M Section 12) to deposit his, .ngN r.i i .society and hence 
there must be consol ovei^ denosns_ from non-members 
rSectionsSO and 4o (e)]. .lo ioi'utiinoii < >1 a reserve fund 


may uv - 

minimum is ensured by fecctmn 


lUJLlfh — 

be prescribed 


ande- ^eeuon 43 (p); a 


The question of tiinlt bos ai vciv i oundatioii of the 
problems of Indian povbrl} . ^ I tinit < upon foresight 
abstinence or self-conruid, ;uiu uf life and property; 

and so can only be lonno in t d ' km red coinmunityi 

,No panacea for the tioiiWos ni lufiid wi!! ho of any lasting 
■^alue unless there be. tliTitt. ftreal wealth of England is 

largely due to centuries of thrift : the poverty of India’s 
masses is largely due 


5'^ in the past. Indian 

economists prefer ^to ignore tmsh in twher coiiiitrie 


j;^ — ^ ^ 1 • t coiiiitnesy the 

.great value of thrift has reoturel ^nore attention. Thrift 

supplies the capital for :r!l _ciiterpri.se. - 


« v .vvM..i,,-iw4A. . x iui.ib'b 

«ujjjpxiCD vxx^J ...... rile capital for 

agiicultural needs ana agrioufinral^ irr;r)rovonieiits mast, in " 
the main, come from the tsa of lura! ctiiniiuiiiities.^ 

,.p It is a se.rioiis blot oii tfio Iridiari sysiem that provision 
■ has been made for a distritiu! ion oi prodts nn shares ; but it 
'Should.be noted that the euriirniu*^t^ profits 

■going to reserve and geueruHy lewths should and pro* 
bahly will be Iim.ited to a » .i« 

maximum being the same ns *'h 
'^nembers. 


mU'T^:st im eapitab the 
nrM^ eiiiLniOtl on loans to 


With all these m^fsf ;/f> fir * 


yi^jii wiimn^ mcreasing tafgH'n 
hearers and a emtimmus effort 


'ir.d //z^ affiee 

** o'ihfrr s/r I' amliff the min- 


iiO'-’i’ /i}>d 


co-operation, in >t>cc> i nrt ii-> tpo 


ciples oj 


’fiiiinp others. 


“n.i • uiiw liicwoi'd 

does not appear In iHini-nipi,. ,i7..Ss h.- «t>y.. mot, leihing about 
«»^ngand exposes himseif U, th.; t-ruic with a kn. iwlv.ic; of iiistory. 

“ On Rurfkl Orr-dit 51. .'J-o Tioriirk fi. 393. 

idea a !:«(. ft . >li.4.S »! ."w it/...iloml, but the 

the lS”°* on netwuH of n,.y tack of Jahkarj fac.iitka . . 

r.f.n.d ton-, ti.r . ,<:w,lr.v in wllieh 

tive oTpriii '^o*^.** ■ 1 ■ ■ • 'it'M -."tty i)j(i lii.i liiinijon-opera- 

effect ^ Switecrlaml. It w«<,- stun. .1 I ..0 aii-.- of its moral 

^sponsible for“one*InotW' ““‘“"y 
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{}% tDorldng hard ami ohsermig thrijt, and in punctual repayment 
■Dj their oimi loans as they ^all dueJ^ 

From tlie above it will be understood that strictness is 
essential. Mr. Wolff says : there should be inexorable 
strictness with regard to the observance of rules and under- 
takings, not only as to repayment of loans ; ’’ and in another 
place, rigorous insistence upon prompt payment is another 
characteristic feature. Harsh as it may appear to people new 
to such banking, it is necessary and represents sound policy.” 
Also checking and controlling is the fibre which runs through 
the entire organisation.” 

The committee omitted fa very characteristic feature 
of co-operative societies, namely, the absence of any limit 
to the number of members. Such a limit is prohibited in 
‘Germany, Belgium, etc., and is penalised in England. It 
may be provided for by rules under Section 43 (g) * /g00 
notes thereunder). It is one of the points distinguishing a 
co-operative society from a joint-stock Company (see notes^to 
Section 4), and from a society “ established with the object 
of facilitating the operations of such a society ” /t a 
Central Bank)h • ^ 

Mr. Cahill finds the following principles now practised 
in all Raiffeisen Societies in Germany : — 

(1) Limitation of area to secure personal knowledf^e 

[c/. Section 6 (1)^]. ^ 

(2) Low shares [qf. section 43 (e)]. 

(3) Permanent indivisible reserve fund (Section 33). 

(4) Unlimited liability Section 4 (2)1.2 


^ It is essential to the co-operative idea that the matured soHpf'sj 
should keep its ranks open to the weaker brethren who are still wifhnnf 
and never pursue strength at the price of their injury or neglect (Favl 
g 0/. Smith Gordon : Go-operation for Farmers, p, 33 ^ Both 
RaiSeisen and the Schulze societies were originally established rm 
basis of unlimited liability. The BaiSeisen in societies, ;^ith unimiS^.a t 
exceptions, have preserved this feature to the present day, but the^U b ^ 
Societies have adopted the more suitable form of limited liability 
When the pioneers began their work, they had no option in this matt pr 
for the law did not allow co-operative associations to limit, tbo ’ 

of their*members. Also p. 113 :—UnUmited liability is contrary t a 
mclination of the times, and we find that it is, in fact, gradual^ v 
replaced by the more modem system of limitation by shares A miAQi? 
which with Eaiffeisen was undoubtedly one of principle, has comT 
that co-operative organization is widespread and well undesstond trf 
regarded as one of expediency j and, from this point of view 
rests, except perhaps in some exceptionally backward 
limited liability. with 
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(5) Loans only for productive or provident parposes 
[Section 43 (o)]. 

(6) Loans only to members (Section 29). 

(7) Credit for relatively long periods, with paymeai 
by instalments [Section 43(o)]. 

(8) Determination every year by the members of each 
society of — 

(i) — ^the maximum credit of individual members ; 

(ii) — ^the maximum total of saving deposits receiv- 
able ; 

(iii)-~the maximum total of loans that may be taken 
up (Section 30). 

[See Section 43 (c)]. C/. Committee's Report, paragapha 
. 52, 59. J 

(9) Absence of profit seeking, dividends if paid being 
iiinited as a maximum to the rate of interest 
paid by borrowers for loans [section 43(f)]. 

(10) Office holders (except secretary), not paid for 
their services. 

(11) Promotion of the moral as well as the material 

advancement of members. 

^ As will be seen from the references some* of these prin- 
ciples have been embodied in the Act while the others are 
left to be dealt with by rules under Section 43. They will be 
discussed in their proper places. 

^ Finally there may be included here the Rochdale Society’s 
advice to members, chiefly remarkable for common sense., 
failures in non-credit societies in India are usually direct! v 
traceable to neglect of one or other of these dwia, 

Rochdale Society’s Advice to Members^ 

l5i5.-^Procure the authority and protection of the law' 
oy enrolment. 



intelligence, and ability be indis- 


1 {Irom •• Industrial Co-opetatioa ” by Mias Oatuerine Webb.) 
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3rc?. — Let each member have only one vote, and make 
no distinction as regards the amount of wealth any member 
may contribute* 

Uh . — Let majorities rule in all matters of Govemmento. 

Wk . — Look well after the money matters. Punish 
fraud when duly established by the immediate expulsion of 
the defrauder. 

6^/i.— Buy your goods as much as possible in the first 
markets ; or, if you have the produce of your industry to 
sell contrive, if possible, to sell it in the last. 

1th — Never depart from the principle of buying and 
selling for Eeady Money^. 

Ml . — For the sake of security always have the accounted 
value of the “ fixed stock ’’ at least one-fourth less than its- 
marketable value. 

Ml . — Let members take care that the accounts are pro- 
perly audited by men of their own choosing. 

lOth — Let committees of management always hav«> 
the authority of the members before taking any important 
or expensive step. 

1E/l — D o not court opposition or publicity, nor fear it 
when it comes. 

12^5^. — Choose those only for your leaders whom you 
can trust, and then give them your confidence. 

The Rochdale flan related primarily to stores and is thus. 
devScribed by the late Mr. Holyoake. It was that the profits 
made by sales should be divided among all members who 
made purchases, in proportion to the amount they spent, 
and that the shares of profits coming due to them should 
remain in the hands of the directors until it amounted to 
five pounds, they being registered as shareholders of that 
amount. The stores would thus save their shares for them 
and they would thus become shareholders without it costing 
them anything ; so that if all went wrong they lost nothing ; 
and if they stuck like sensible men to the store, they mi^t 
save in the same way another five pounds which they could 

draw out as they pleased The merit of this 

scheme was that it created capital among men who had none, 


^ This aboiiMon of sale oa creditr proved a powerful stimniauti to 
thrift. People had to save to buy, before they could eajoy. 


m 



and allured purchasers to the store by the prosoect of 
a quarterly dOTdend of profits upon their outlay/ Those 
who had the largest families had the largest dealino-s and 

they ate the mo?e’they 

Raiffeisen slightly modified this by keeping all nrofits 
ill an indivisible permanent reserve. He thul also created 
i-apital arnong men who had none but it belont^ed to the 
society and not to the individual members. “ * “ 
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ACT No. II OF 1912. 


Passed by the Governor-General of India in Council. 

(Received the assent of the Governor-General on the Isi 
'' March, 1912.) 

An Act to amend the Law relating to Co-operative 

Societies. 

W HEREAS it is expedient further to facilitate 
the formation of Co-operative Societies for the 
promotion of thrift and self-help among agricul- 
turists, artisans and persons of limited means, ^ and 
for that purpose to amend the law relating to 
Co-operative Societies ; It is hereby enacted as 
follows : — 

Prdimmary. 

_ 1. (1) This Act may be called the Co-operative sj,o) 

Societies Act, 1912 ; and and 

(2) It extends to the whole of British 
India. 

Prior to 1904, Co-operative Societies could not be 
organised under a recognised legal form except under the 
Indian Companies Act. They could not obtain the same 
legaL status and privileges as commercial companies 
without submittiug to the restrictions generally considered 


^ If the Act is amended the preamble shonld run “ promotion ol 
thrift, mutual help and self-help among. agriculturists, artisans and other 
persons with needs in common.’’ The reference to < persons of limited 
means ’ is not necessary after the war. 
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necessary for their proper control. Moreover, it must 
be remembered that, without registration, no binding 
force could be given to rules, and hence discipline could not 
be enforced. Not only that but associations of more than 
ten persons for the purpose of banking are illegal unless 
registered under the Companies Act (see ante, notes to sec. 4), 
so that there could be no question of starting unregistered 
societies. The Co-operative Credit Societies Act (X of 1904) 
was accordingly passed “ to encourage thrift, self-help and 
co-operation.” It was founded on the Fin gli .sb Friendly 
Societies Act but conferred corporate eidstence which that 
Act does not do. In this and some other respects it followed 
the Industrial and Provident Societies Act under which 
nearly all the non-credit societies are registered. The latter 
Act, however, insists on limited liability. 

It is important to remember that Co-operative Societies 
are companies which would ordinarily, (and can if the 
members so desire) come imder the ordinary company law of 
the land, but they base their claim to exemption from the 
Companies Act on the ground that their object is not the 
acquisition of gain by way of profit for themselves or their 
members. The Government of India stated that “ the object 
of this measure (of 1904) is to provide the requisite legal basis 
for the establishment in India of Co-operative Credit Societies 
.... Legislation is called for not only in order to lav 
down the fimdamental conditions which must be observed 
but also with a view to giving such societies a corporate 
existence without resort to the elaborate provisions of the 
Companies Act ” . ... , , “ The bulk of the non- 
credit Co-operative Societies recognised by the law (of 1912) 
are placed onafooting similar to that of joint-stock companies 
and It will be necessary in practice to see that the Act is not 
utilised for the benefit of societies whish are not really of a 
co-operative character/’ 

Promotion oj thrift.— : frugality, economical 
management, economy (Century Dictionary). This object 
necessitates the right of a member to deposit his savings 
m his society (sec. 12 notes), this right is of the very essence 
of a credit society and it is extremely doubtful if it could be 
restncted by any rule or order of a Local Government. As 
the society may not be able to find useful employment for 
all the savings ofiered, it must give priority to deposits from 
meinbers over those from non-members [sec. 30* 43 
Simdarly as Central Banks, as a condition of registration" 
must be established with the object of facilitating the 


PBEMMINAEY. 


65 


s* !•] 


operations of primary societies, they also must give ppfeience 
to deposits from such societies over those from outside, even 
though this entails a diminution of income. The question 
of greater or less profit must not be an argument with any 
Co-operative Society except in so far as it touches the 
economic interests of the members. 

The promotion of thrift also renders desirable a 
saving deposit system ; for these societies will furnish to 
agriculturists a safe method of investing small savings in an 
institution at their own doors, which is managed publicly by 
persons whom they know and for objects which they can see 
and test. Such savings have proved in other countries good 
lying money. The Committee considered that when once well 
started, the Co-operative Societies will be used by agri- 
culturists for their savings far more freely than any Govern- 
ment institution can ever hope to be used and that their 
use will be attended by far greater economic advantages 
to the country than any likely extension of Post Office Savings 
Banks^ (para. 51). Mr. English writes : If co-operation 
can lessen the waste of capital by inculcating thrift, it will be 
a boon to the country but it must be continually borne in 
mind that the provision of funds to assist waste or even 
merely further to raise the standard of living by enabling 
the cultivator to spend the difference in interest payment in 
luxury and amusement, is greatly to be deprecated, . . 

In Burmah, borrowing is mostly due to habit and want of 
forethought and not to necessity, , . , the mere pro- 

vision of cheap money through Co-operative Societies or 
otherwise tends, owing to the existing state of public feeling, 
to induce w-aste of income rather than thrift.’’ The impor- 
tance of encouraging thrift can hardly be exaggerated, as 
Mr. Dupernex says : " The great lesson of thrift will require 
a great deal of teaching in India where the soil is so fertile 
and nature so bountiful, that the peasant, however badly 
off he may find himself in the present, never loses hope in 
the future. He knows that if his present harvest fails, the 
chances are that in another few months the land will again 


The Post Office Savings Banks were originally designed to serve 
only thie towns ; they have been extended to smaller towns and large 
villages but they have not attracted, and were never intended to attract, 
deposits from the general body of agriculturists. Thus there should be 
no fear of competition between these institutions and Co-operative Credit 
S^ieties in villages, but the fact that the money deposited in these Post 
Office Banks is not separately invested but is used by the Government 
of India for its capital expenditure adds a touch of delicacy to the problem, 
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give forth its abundance. Improvidence is often laid to Ms 
charge, but the feelings that some observers attribute to 
this cause may, perhaps with equal truth, be traceable to a 
deepIj'Seated faith in the future/^ 

Credit societies of the Eaiffeisen type throughout Europe 
have a more active existence than those in Ireland for one or 
both of two reasons, they are the great centres of thrift for 
the rural population, and they have trading powers. The 
funds accumulated by thrift enable them either locally 
(as in Italy) or through a federation (as in Austria) to capi- 
talize and finance the trading side of the movenaent.^ The 
tendency to withdraw capital from the land instead of invest- 
ing more in it is remarked upon by many writers. It is one 
of the grievances of intelligent Irishmen, like Sir Horace 
Plunkett, that the deposits of the local Savings Banks are 
transferred to London and so lost to the Island which has 
never enjoyed a plethora of money. If Indian agriculture 
is to be supplied with all the capital it can usefully employ, 
this must in large measure be accumulated by the thrift of 
co-operators. 3 

Along with the promotion of thrift must go the checking 
of improvident lending (Wolff). 

SelJ-help . — One of the great lessons learned in Europe 
is that in the long run the farmers succeed best when they 
help themselves. Whenever they become dependent on the 
Government they keep looking to the government for more 
aid. It is believed to be a correct general statement that 
rural credit is on the strongest basis in those countries where 
it has been developed most completely without government 
aid . . . go vemm ent should do nothing that can effectively 
be done by individual farmers, or by the farmers collectively 
through voluntary effort.*^ 

Persons of limited Miss Webb (Industrial Co- 

operation) writes: Co-operation is essentially the outcome 
of poverty and need, and has achieved its greatest success 


^ Dupemex, pp. 88-89. 

* Bural Beconstruction in Ireland {p. 147). 

Deposits in Post Office Savings Banks in 1918-19 amotnited to 
LS82 iakbs of rupees ; the total working capital of all Co-oxjerative Societies 
in 1918-19 was 1,614 lakhs. Deposits in Agricnitnial Societies amdnnted 
to 96 laMis. 

* American Commission on Rural Credit Obserrations, Part I. 
pp« 13,27* 
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amoagst the moderately poor. The condition that co- 
operators should provide their own capital is apt to prove 
a hindrance to the extension of the movement to the very 
poor and, hence arises the hitherto unsolved problem of 
how to bring its benefits within their reach. The nature 
of the surroundings in which the lives of the poorest are 
passed, the lack of training and of education — in the real, 
sense of the word — ^from which they sufier, makes it difficult 
for them to realise the benefits of co-operation . . , . . 

- . . . The system of obtaining goods on credit is one 

which has unfortunately become very common among 
these people, owing largely to the uncertain nature of 
their surroundings, and the burden of debt often brings 
with it an obligation to continue dealing with a particular 
tradesman. 

It must be admitted, too, that Co-operative Societies 
have in many instances ceased to recognise their obligations 
towards the very poor or have failed to realise that the special 
needs of poverty call for special methods. 

The above extract is applicable to Indian conditions. 
It has to be remembered that the conditions in which 
the very poor live tend to develop the meaner side 
of their characters and accordingly it is unusually 
difficult to inculcate ideas of honesty, fair dealing and 
thrift. 

The fact that persons of limited means deserve most 
consideration involves as practical results that small loans 
to small people must be given preference over large loans 
to those more well-to-do and that the savings of the poorer 
members must be accepted even if it necessitates returning 
the large deposits of the prosperous. 

At the same time it must be remembered that heavy 
debt may reasonably be considered by a society as justifying 
a refusal to admit a candidate into a credit society. Major 
Jack, for instance, mentioned that of the cultivators of 
Faridpur, there are six per cent, whose debts are far too 
large for any co-operative movement safely to deal wity ; 
and of Finland it is said that experience has shown that the 
very poorest do not join co-operative societies, in particular 
such as* do not have a permanent place of residence or fixed 
income.^ Similarly of Europe Herrick points out that 


^ Economic Life of a Bengal District, p, ilL 
^ Co-operation in Finland^ p« 12^ 
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People’s Banks of the Schulze Delitzsch and Luzatti tjpe 
generally speaking are not small institutions for feeble foUS. 
The American enthusiasts who are hoping to improve the 
condition of the shifting and thriftless population by means 
of co-operation will be disappointed to find that this has been 
accomplished in Europe only in spots where the work is 
sustained by the ceaseless and unrequited toil of philanthro- 
pists devoting themselves to the arduous tasks as priests to 
their mission. ^ Undoubtedly the feeling of economic 
distress has up to the present been one of the invariable 
conditions of the co-operative movement^ but as attention 
is turned from credit to other applications of the co-operative 
principle, it becomes clear that the one essential requisite is 
the marked consciousness of a common interest in the 
accomplishment of some definite purpose.® This may be 
improved credit, cheaper supplies or better prices for produce, 
or any other common economic need ; the point is that 
while co-operation is almost the only avenue of escape from 
poverty, its benefits are equally open to others who are 
willing to work for the common good of all. It would, 
perhaps, be an improvement if this reference to persons of 
limited means were omitted.^ 

The restriction of the benefits of the Act to persons 
pf hrmted means is aided by the provisions as to maximum 
interest of members (sec. 5), by the power to fix a 

j relating to profits [secs. 33, 

and 43 (?•)]. As persons of limited means have no money 
to spare, loans for unproductive purposes must be riaidlv 
restricted. b 

2. In this Act, unless there is anything repug- 
nant in the subject or context,— orb 

(a) by-laws ” means the registered by- 
laws for the time being in force and 
includes a registered amendment of the 
by-laws : 


^ Eural Credits, p. 459. 

^ Cf, Co-operation ia Finland, p, 8. 

® Vogt, p. 235. 

/ 1“ Great Britain an analysis carefully made of the members of 
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(6) “ committee ” means the governing body 
of a registered society to whom the 
management of its affairs is entrusted:^ 

(c) “ member ” includes a person joining in the 

application for the registration of a 
society and a person admitted to mem- 
bership after registration in accordance 
with the by-laws and any rules : [under 
sec. 43(d).] ; 

(d) “ officer ” includes a chairman, secretary, 

treasurer, member of committee, or 
other person empowered under the 
rules or the by-laws to give directions 
in regard to the business of the 
society : 

(e) “ registered society ” means a society 

registered or deemed to be registered 
under this Act : 

(/) “ Eegistrar means a person appointed 
to perform the duties of a Eegistrar of 
Co-operative Societies imder this Act: 
and 

(g) “ rules ” means rules made under this Act. 

(a) By laivs. — Correspond to the articles of association 
of companies [cj. definition of articles — Indian 
Companies Act, sec. 2(1)]. The object (see notes 
to sec. 4) and the by-laws completely define 
and restrict the society’s activities. The Act 
itself does not empower a society to make by- 
laws. It must have them before it is registered 
[sec. 8 (3)] and it may amend them (sec. 11). 
The Local Government may by rule under Sec- 
tion 43(e) empower a society to make by-laws. 

A by-law is a standing rule of a corporation or 
society, made for the regulation of its internal 
organization and conduct ; it is distinguished 


^ Xhe English Acts define Committee as the committee of manage- 
ment or other directing body of a society. 
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from a provision of its constitution in being 
more particular and more readily altered 
(Century Dictionary). 

(b) Committee , — A committee is not prescribed bv 

the Act. In Acts of other countries it is. For 
instance, the New York State Law provides 
that every such corporation shall be managed 
by a board of not less than five directors. The 
South African Act goes further and fixes the 
maximum at seven, the quorum at three and. 
prescribes meeting at least once a month. In 
India, rules may be framed, if necessary. 

(c) MemheT, In the Indian Companies Act, a member 

is one who subscribes to the memorandum 
and who agrees to become a member, he must 
take not less than one share, [See notes to 
sec. 5 and 12.]. Members may be registered 
societies (sec. 6). 

Includes a ^person : according to sec. 3, cl. 39, General 
C lauses Act (X of 1897) person ^ shall include any Company 
or Association or body of individuals, whether incorporated 
or not. 

In the original bill the second clause ran : person^ 
elected by the members for the time being,’’ the substitution 
of the word admitted ” does not do awav with the necessity 
of selection, election precedes admission [V/. 42 (d)]. 

It is important that members should be eligible for 
admission by election only so as to secure that mutual confi« 
deuce upon which successful co-operation must depend 
* • • • • ; The selection must still be personal and 
made by the society ; no person can claim admission under 
any automatic rule and the important principle that the 
new member must be accepted by the old ones or their 
representatives is maintained.’’^ 

As a matter of fact, this element of selection is not 
confined to Co-operative Societies. Even in the case of 
Lompames, Directors may decline to register any transfer of 
shares, not being fully paid up, to a person of whom they 
do not approve. They generally merely consider the question 
0 the uncalled liability, but joint-stock banks usually 


* Goverament o£ India ivesoiiiMon, 
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provide in their articles for more strict election. In Co- 
operative Credit Societies, careful selection is a vital principle 
as it is the possible borrowers who are being selected. In 
stores societies dealing for cash only, it is less important* 
The importance of selection varies to a large extent with 
the liability of members and with the objects of the society. 

In a general supply (stores) society, selling only for cash, 
it is insignificant. The Indian Companies Act adds the words : 
"'and whose name is entered in its register of members/^ 
and the entry in the register is primd facie proof of member- 
ship but (see sec. 25 and notes) this does not apply to co- 
operative societies, membership has to be directly proved. 
The English Act follows the Companies Act, 

(d) Officer refers to those dealt with by rule under 
Section 43 (g). It does not include an auditor. 

For the sake of convenience cl. 29, Section 3 of the 
General Clauses Act may be repeated here : 

Local Government . — Shall mean the person authorised 
by law to administer executive govern’: nt in the 
part of British India in which the Act or Regulation 
containing the expression operates, and shall include a Chief 
Commissioner. 

Registration. 

3. The Local Government may appoint a person The 
to be Registrar of Co-operative Societies for the 
Province or any portion of it, and may appoint 
persons to assist such Registrar, and may, by general 
or special order, confer on any such persons all or 
any of the powers of a Registrar under this 
Act. 

The last three and a half lines are new to the Act of 
1912 generally speaking, the Registrar exercises over 
societies the power of a Court over Companies under the 
Indian Companies Act. 

Under this Act the Registrar is constituted the very 
foundation of the movement. It is left entirely to his 
discretion to register or to refuse to register a society (cf. 
Section 9,), and the by-laws and every amendment of them 
require his approval (cf. Sections 9 and 11). Thus on him 
rests the responsibility of seeing that a society starts under 
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conditions as favourable as be can make them. In order to 
ensure that wise rules are carefully observed be is given 
unlimited power of inspection and audit (cf. sections 17 and 
35,) He controls the power of a society to make loans to, and 
receive deposits from, a non-member [cf. Sections 29(1) 
and 30], and bas a voice in tbe investment and disposal of 
its funds [viie Sections 32 (l)d and 34], Finally be has 
full discretion, subject to tbe right of appeal to tbe Local 
Government or such Revenue Authority as it may nominate, 
to order the dissolution of a society (cf. Section 39) and to 
appoint a liquidator to wind it up. These are extensive 
powers and in some quarters there is an inclination to object 
to them being centred in a government ojB&cial. But it cannot 
reasonably be disputed that the control of the movement by 
official Registrars has been a success, and has not in 
any way tended to paralyse progress. Only one who 
devoted all his time to mastering the many problems that 
come up for solution could deal at all adequately with 
the duties of the post. Undoubtedly India has been 
saved many failures and many years’ delay by the present 
system. The officially controlled movement has so far 
reached only a fraction of the villages, but where it 
bas not penetrated co-operation has not gained a 
footing,! 

Registrars are not and are not intended to be, merely 
registering officers ; they are also expected to pro%dde super- 
vision, assistance, counsel and control. Government alone 
was in a position to supply the knowledge and organisation 
necessary to start the woik: and. Government alone is able, 
by its association with the movement, to create the outside 
confidence necessary to give it stabiiity. It is necessary 
that Government, through its own and the societies’ staff 
should continue the co-operative education of societies 
long after they are registered. The fact that societies, though 
primarily self-contained and self -governed, are subject to 
ppervision by Government officers, has an important effect 
in attracting public confidence, and the benefits thus accruing 
to the country at large fully justify the expenditure of public 
money on official supervision 
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The movement must in its essence be a popular one 
and nothing should be done to weaken the feeling among 
co-operators that it is based upon self-reliance and independ- 
ence. Governmentj therefore, in the best interests of the 
movement, must not allow co-operation in this country to 
become an official concern managed by state establishments 
(Government of India Resolution). The Registrar is primarily 
responsible for seeing that a new society is being formed 
on a sound basis ; he must not confine himself merely 
to seeing that the applications for registration satisfy 
the conditions of the Act and the Rules (Committee’s 
Report). 

In England the only qualification obligatory for a 
Registrar is that he be a barrister of not less than 12 years’ 
standing. However, besides registering, he also prepares 
and circulates model forms of accounts, balance-sheets, and 
valuations, and collects and publishes information as to 
statistics useful to the societies. All salaries and expenses 
are jmid by the Treasury.- He is not necessarily versed in 
co-operative principles and hence perhaps those lapses which 
Mr. Wolff castigates him for. In India, the Committee 
on Co-operation place a heavy burden on the Registrar 
(para. 192) ; he must be continually studying co-operative 
literature, which is now most extensive ; he must make 
himself acquainted with economic conditions and practices 
both throughout India and in his own province ; he must 
know the principles and methods of Joint-stock banking ; 
and must examine the systems of developing thrift and 
inculcating co-operation w^hich have been tried in other 
countries. He is also head of a teaching establishment 
and must devise effective means for impressing a real know- 
ledge of co-operation on the bulk of the population. He 
has further to control a large staff, to draft model 
by-laws and rules, to collect statistics and write reports, 
to advise Government on various subjects, and to keep 
in close touch with the higher finance of the move- 
ment as managed by Provincial Banks and Central 
Banks. 

4. Subject to tie provisions hereinafter con- Societies 
tained, a society whicli has as its object the promo- 
tion of the economic interests of its members in ®‘’®*'‘®*** * 
accordance with co-operative principles, or a society 
established with the object of facilitating the 
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operations of sucli a society, may be registered under 
tHs Act with or without limited liability : 

Provided that unless the Local Government by 
general or special order otherwise directs — 

(1) the liability of a society of which a member 

is a registered society shall be 

limited; 

(2) the liability of a society of which the 

object^ is the creation of funds to be 
lent to its members, and of which the 
majority of the members are agricul- 
turists, and of which no member 
is a registered society, shall be 

unlimited. 

In the old Act, Section 7, the liability of rural societies 
wa» unlimited and of urban limited or unlimited. 

Object , — The objects must be clearly and fully specified 
as they have to be approved before registration, they corres- 
pond to the memorandum of association of a company and 
they restrict the transactions of a society as it cannot have 
any other object than those specified. Any act which is 
beyond the objects thus specified is ultra vires and void and 
a contract entered into beyond them is void as the members 
have only agreed to associate together and to undertake 
liability for the promotion of specified objects, the members 
of the Committee are personally liable for any loss the society 
may sustain by reason of acts done by them not warranted 
by the objects. As the object must be the promotion of the 
economic interests of its members, a society must not 
serve non-members and transactions with non-members 
may be held ultra vires. Thus a society established for 
co-operative sale of produce cannot make loans unless this 
is specially mentioned as an additional object. 

Some Acts specify the objects for which a co-operative 
society may be formed, that of South Africa is an example ; 
others define the objects in comparatively narrow terms. 


^ Ib, amending the Act, it would be desirable to insert the word 
* primary ’ before object. In a society for the sale of milk, the creation 
of such funds iaay be a secondary and even distant object, but it may 
be advisable to keep liability limited* 
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Economic interests are not defined but the preamble 
suggests thrift and self-help. In France, the object of 
Agricultural Credit Societies '' shall exclusively be that of 
facilitating or of guaranteeing operations affecting agricul- 
;'''ture. 

The supply of capital for productive purposes, educa* 
tion in the true uses of credit, combination to secure the 
fullest advantages in a world of competition, the elimination 
of middleman’s profits are amongst the objects aimed at* 
The essential idea is the carrjdng on of business in common 
which may be — 

({) for credit ; 

(ii) for purchase of raw materials ; 

(iii) for sale of products (agricultural or industrial) ; 

(iv) for production; 

(v) for purchase wholesale for sale to members of 

food-stuffs and household requisites (e,g., 
stores); 

(vi) for acquisition of implements for agriculture 

or industry ; 

(mi) for construction and acquisition of dwelling- 
houses building societies). 

An Indian Station Club is a Co-operative Society, whose 
object is the provision of recreation, games, reading, etc.,, 
for its members but not the promotion of economic interests* 
It is usually strictly co-operative in its constitution and 
rules. It is a good example of a Co-operative Society which 
cannot be registered under this Act but may be dealt with 
under the Companies Act. 

Of its members . — A society is only concerned with the 
interests of its members and its activities cannot be affected 
by the interests of non-members. Dealing with non-members 
can only be undertaken when this furthers the interests of 
members. The Local Government (sec^ 31) may prohibit or 
restrict such transactions, it cannot order them to be carried 

These words ' of its members ’ find a prominent place in 
every act relating to co-operative societies. 

Co-operative principles have already been discussed ; 
any attempt at a precise definition of a Co-operative Society ' 
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was intentioBaliy avoided in the interests of elasticity and 
simplicity. The Act contains just the minimum conditions 
necessary to prevent abuse. 

With the object oj facilitating the operations . — Central 
Banks and Unions can only be established with the object 
of facilitating the operations of primary societies. Profit- 
making can be no part of their object. The acquisition 
of gain ’’ must be left to joint-stock Companies. They were 
not recognised by the first Act and this section has been 
amended to include them. 

(i) They must be established with the object of 
facilitating the operations of Co-operative 
Societies ; 

{ii) their liability must ordinarily be limited ; 

(Hi) they are not subject to the restrictions imposed 
by sec. 5, so far as their members are 

societies ; 

(iv) they are not subject to the requirements of 
sec. 6 with regard to members, resi- 
dence, and similarity of tribe, class or 
occupation ; 

where shares are held by individual persons, the latter are 
restricted by sec. 5 but not by sec. 6. Thus one society and 
one individual could form a Central Bank.^ 

A Central Bank, in short, need not conform to general 
co-operative principles. It may be and usually is a joint- 
stock Company, enjojing the privileges of registration under 
this Act on condition that it adheres strictly to its object. 
In the Companies Act, sec. 264, a joint-stock Company is 
defined as a Company having a permanent paid-up or 
nominal share capital of fixed amount divided into shares, 
also of fixed amount .... and formed on the principle 
of having for its members the holders of those shares . . 

and no other persons.’’ 


^ An Indian Central Bank corresponds somewhat to a Regional 
Bank in France. See Herrick, p. 341. * The Regional Banks are'^similar 
in organization to the local credit societies, since both must be formed 
under the law of 1894 but . . the articles of agreement of a Regional 

Bank must define the area of its operation and specify the amount of 
its capital and number of its shares, two-thirds of which at least must be 
ofiered to local credit societies for subscription. Dividends may not 
exceed five per cent, per year . . , . It is especially charged with 

the supervision of the local credit societies affiliated with it.’ 


s. 4.] 
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It ttus becomes exceedingly important to check mr 
tendency to put profit seeking for itself before the object 

The following extract from a 
Provincial Report is an instance of the evil to be fouffht • 

• '^^Jage sociStiea 

should deposit their surplus funds in the . . . 

Gentral Bank has been discontinued as unorofitaWA 
to the^Central Bank which had to pay 7 perceS^wfeSs 

perTent. ^ 

thrift' in discussing the question of 
tnatt (p 64) a Central Bank must give prSerence tr, 

thTrte4ws.''"““'^ representing tie sa^np of 

As the Central Banks hold in deposit the surplus funds of 
primary societies, it is essential that these latter should elect 
whoUy or in part the managing committee of the Central 
Bank, as a safeguard against these funds being used in mv 

?E tSe^r*"” " “ i”j“» 

“ i¥ay &c reffu-(ered.”~It must be registered under tbio 
or under the Companies Act. Of. sec. 4, Companies Act 

of more than 20 persons shall be formed fo^hfpSSS of 
carrying on any other business that has for its obilt tbf 
acqui^tion of gain by the Companv T b. S 

individual members thereof unless ' it ia Vaa- +’ 
this Act (or other Act^ Tb!!: • • ^®g'®tered under 

• 1 section of the Companies Act deservca t r. b. 

iffelKeSS 

.i could have no legal right, over pro^rtVaTf'^e^j; 


Indian ConipaiUes*Acf. wound up under Par6 IX of the 
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individual member would be liable to be sued by any or all of 
the creditors for the debts of the Society. It would not enjoy 
any of the privileges— exemption from Income-Tax, Stamp- 
duty, _ Registration-fees, etc. Unregistered Co-operative 
Societies are common in Germany and are found elsewhere* ; 
the members assume considerable risk in order to avoid 
restrictions as to accounts, audit, etc. Such societies cannot 
enforce their by-laws.^ 

_ There is nothing in this Act to prevent a Co-operative 
Society from being registered under the Companies Act, and 
where the promoters do not wish to follow co-operative 
principles in their entirety or object to official control, it is 
preferable that they should register under the latter Act 
rather than seek exemption by the Local Government under 
sees. 45 and 46. When such a society applies to be registered 
under this Act, it is an act of purely voluntary selection 
and the Registrar has the right to' point out that they have 
an alternative course, if they do not fall in with his r^uire- 
ments. 

Limited may mean limited to the amount, if any, 
unpaid _ on the shares respectively held by the members’ 
or limited to such amount as the members may 
respectively undertake to _ contribute to the assets of the 
society in the event of its being wound up (limited by 
guarantee). 

The sum for which individual members are liable must 
not be less than the share value ; and the amount of liability 
attaching to each share must be fixed by the by-law^s. A 
reduction of the amount of liability attaching to each share 
should only be effected after publishing a notice in the papers 
and informing creditors, because it is for the creditors’ money 


Owing largely to tbe imperfections of the Italian law, only » 
limited number of Co-operative and Friendly Societies and Village Banhs 
have regis.ered themselves. Application for registration has to be made 
t® the local Court of Justice, and the vagueness of the law has allowed 
prejudiced judges to insist on the insertion of unreasonable condit^ns 
or xo refuse registration on arbitrary grounds.’ (Italy To-day, p. 195). 

2 Tjjg obj'ect of registration under this or the Companies Act is 
phieSy to facilitate business. If a man is to do business with 1 1 partner 
»n b.a^ing or 21 partners in Commerce, he mnst know who thev 
live. So that if necessary he can sue then. On the 
other the partners would find litigation very troublesome if thev 

have all to be joined as piaintifis or defendants. Ifthl lumCot^ 
togation would become almost impossible, and cLdit 
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Company cannot reduce the 
liability on each share without reconstitution. It can 
however, reduce the number of shares (and so the total lia- 
bility). lo any such reduction the sanction of the Eegistrar 

iS: .,216C6SS8irj?', ■ 

LiaUlity of members. —In the German Act “all nersons 
becoming members incur liability also for the engagWents 
contracted previous to their entry” this is the ordinary 

’sSYi™ debt, 

and 24 debts as they existed at the time ofhisceasiag 

‘ rS, T K *»«“«)■” 11'* obviously iuciudo al! 

however, each member is declared 
hable only for the debts incurred and loans advanced during 
his membership. Such a rule may place a crushing niS 
on the oldest members. In some Eussian Credit Soaetief 

memblrs!' *0 

Proviso the Pimjab in 1912, the Local Govern 

ment by notification directed that “at the discretion Tthe 
egistrar, the hability of a society, of which a member is a 
registered society may be unlimited.” The notification 
aroused criticism and the sixth conference (1912) recorded 
Its opinion that the liability of membU of nnloS 

f tf Sort” 

co-operative principles. The fifth conference (191lSre2ed 
'+^® ^ societies should be encouraged hnt 

in confined to as small a scope as poss^le and that 

iix-ly to lead to increased indebtedness. 

princSe thought that as a general 

L Hinted only— “o»-ag“cultural credit societies should 

(1) when the clientele is fairly well to do ; 

(2) when omng to local conditions full mutual hnow- 

inembersT?nd'‘ ^ 
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/OA -uon the share capital is adequate to the business 

■r • • nortant ia such societies to limit dividends. 

It is very (-aal repayment and to fix maximum loans 
for^Tach ^member : ordinary banking principles should be 
strictly adhered t'®- 

rr 7 - ; ^ couise the earlier and ordinary 

Unhmm i prevails throughout all business by 
, °„j\iiiregistered partnerships. It is universal 
individuals ^jally replaced by limited liability under 
except where sp^^ co-operative 

some law. in 1862, almost as soon as it was permitted 

societies m Eng „„minercial companv.^ 
to the ordinarf 

-ivn ^ <7 society is not a body corporate as in an 
unreSstSed society, onlimited liability means that any or 
may any single member for their debts, 
all the creditors contributions 

luclXS.®"-? '“y Sec. 42(2)b. In Ocrmcny 

roc«e.^.noe.psf.^rss^^^^ 

S.r Se? * S’lolS”"'" ““ 

societies are not bodies corporate. 

TTolimited is made legally obligatory in rural 

crediHodeties, as it the cheapest means of securing the 
credit souetie so of providing funds for members 

,•-..1 nftcessity in a poor communitv. hnf. if. ic 


interests 
It is a . 
found to possess so 


^ necessity in a poor community 

P Is so many advantages that, even 


this, its retention 


js desirable 


but it is- 
apart from 


Tf be must not be allowed to 

It must not be limbed by any act of a singk. member. 
For instance members must not be allowed to pfedge their 

SuXd lia’biia? to Etrs^cArthT ' ‘ 

rules of a Raifieisen ^mety prescribe that persons who 
SSdv belong to another credit association with unlimited 

forthwith their withdrawal from such other society. This 


. f2) P* 

2 Fav and Abroad, pp. 353-354 (2nd Edo A 

I, •" “«i“" ‘ 

ia 1889 limited liaWay r 
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condition is usually , praseat ia all model by-laws' ' issued ia 
India. 

Also members cannot proceed to encumber tteir property 
by mortgage, etc. ; if this be done, proceedings must at once 
be taken to recover any outstanding loan, and to expel the 
member. The Committee on Co-operation unfortunately 
(para. 4) did not think that unlimited liability carried with 
it any obligation against alienation. But if a member, 
having pledged his unlimited liability to his society, proceeds 
to encumber or dispose of his material possessions, what 
becomes of the security he offered to depositors ? 

The Local Government is given power to relax the 
rule of unlimited liability to meet special cases ; if for instance 
a local magnate, whose sympathy and assistance it is import- 
ant to secure, desires to become a member but does not 
care to assume a liability which is wholly without limit, 
in such a case his liability may be limited to the amount of a 
guarantee. Such was the original intention of the Govern- 
ment of India but the first conference (1906) held that large 
land-owners can best assist the movement by financing 
societies and, while standing apart from participation in their 
management, by helping the managing body by advice as may 
be necessary and showing an interest in the societies^ 
progress. 

It would be not co-operation but charity, if a rich man 
joined the society solely to help his poorer fellows. Members, 
in joining, must be actuated by a desire to help themselves. 
The early confusion of ideas here and elsewhere is 

interesting. ' 

Unlimited liability having been adopted to increase 
the security offered to outside depositors, the members 
must adopt certain measures to protect themselves against 
the risks involved. The first measure is to restrict 
membership to a small area so as to ensure close personal 
knowledge of one another’s business, position and character 
[sec. 6(a)].. : ■ 

The second is to secure close supervision over the employ- 
ment ^ of borrowed ■ money page 51).. The third is 
publicity within the society ( cf. pages 54 ) as a member 
■must know what he is liable for. ■ The fourth is the steady 
creation of a reserve fund [ef. sec. S3- -and ' rules under sec. 

43 (p)] to serve as a buffer between the creditors and the 
members. The smaller the reserve fund, the greater is the 

C, CSA' 6 
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real liability ; but as the reserve fund grows, the liability 

declines. 

The fifth is restriction, on transfer (sec.’ 14) and on, 
withdrawal (sec, 23). 

The sixth is the fixing of a limit on their own liability 
(sec 30) The members should every year agree upon a 

marimum sum, up to which their society may borrow and 
along with this they should fix a maximum credit for each 
member If the Committee exceed these limits they are 
legally personally responsible for any loss the society may 

sustain. 

Bv observing these precautions and by carefully con- 
fining loans to members selected for their honesty, the 
dangers involved in unlimited liability are reduced to a mini- 
mum.^ 

In unlimited liability societies it is the accepted rule 
that no member should hold more than one share. In 
pure co-operation no dividend is paid on shares in excess 
of the ordinarv interest rate, and as liabihty is not affected 
by the number of shares held, there is nothing to gain by 
acquiring more than one share. Presumably, in determining 
contributions under sec. 42(2)6, the liquidator would not 
be guided by the number of shares held by individual mem- 
bers. 

Unlimited liability renders desirable the exclusion 
of women and minors. In the former case the value of 
their liability is extremely doubtful, in the latter case it 
does not legally exist. 

Note the wording of proviso (2), no society should be 
allowed to acquire a share in a society with unlimited liability 
for obvious reasons of prudence. 


Restrictions 5. Wliere the liability of the members of a 
on interest .gocietv is limited by shares, no member other than a 

©f 01 ■ . -s • j ■ 1. n 

society witli TCgistcrGu S0C16ty — 

(a) hold more than such portion of the share- 
capital of the society, subject to a 
maximum of one-fifth, as may he 
prescribed by the rules ; or 


limited. 


1 C/. Wolfi, Co-ope»laaa in Agricultnie, pp. 268-260. 
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(5) have or claim any interest in the shares of 
the society exceeding one thousand 
rupees. 

Capital here means the funds contributed or guaranteed 
by sbarebolders or members.i Share-capital is commonly 
classed under three heads ; authorised cajpital : being the 
amount of share-capital which a society (or Company) is 
authonsed by its by-laws (or articles) to raise ; subscrihed 
mpital : being the total value of the shares taken up by 
members that is the sum which the existing shareholders 
have undertaken to pay up or the sum of their total liability • 

w being the amount of share capital’ 

actually paid up out of the sum (subscribed capital) which 
they have undertaken to pay. The difference between the 
subscnbed capital and the paid up capital represents 
the reserr. Ability of the membeS. In a sS 5 
hmited liability, this represents the maximum sum 4ich 

contributions [o? 

•ho^ b, applied to Co-opei.ti« SocieS S tS jot 
holding of a share should be forbidden. ^ * 

r first condition is usually extended to unlimiteri 

liability societies by by-laws ; but in these societies it S the 
ccepted rule in pure co-operation that no member should 
have more than one share- a rule not follow“d 1^“ 
situation as more shares may meL mo^ 
profits without more liability. This section does^not anX to 

banking, guarantee, or other obSts 
The pmciple is characteristic of Co-operative Societiei 
IS designed to exclude the mere seeker after profits 
further debarred by sec. 33 and rules iSdfr sec‘ Sm 
Clause (h) restncts acquisition of rights by mortgaX^ P/ 

» Rndlay Shims-Iadian Knance and Banking, p. 406. 
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registered society, and' where ail the 
members of the society are not registered 
societies, by ten other members or, when 
there are less than ten other members, 
by all of them. 

(3) The application shall be accompanied by a 
copy of the proposed by-laws of the society, and the 
persons by whom or on whose behalf such appli« 
cation is made shall furnish such information in 
regard to the society as the Eegistrar may 
require. 

See notes under sec. 43(6). 

0/. Indian Companies Act, sec. 9. The memorandum 
shall be signed by each subscriber in the presence of at least 
one witness who shall attest the signature. 

Sign ’’ with its grammatical variations and cognate 
expressions shall, with reference to a person who is unable 
to write his name, include mark ” with its grammatical 
variations and cognate expressions. [General Clauses Act, 
See. 3 cl 52]. 

The application mu^t be in writing and the by-laws 
(which correspond to the Articles of Association) must be 
recorded. 

In order to overcome suspicion at the beginning, it is 
essential to start with a well-considered set of by-laws, 
preferably with one that has already worked successfully. 
Alteration of the by-laws at the outset is sure to retard the 
growth of confidence, especially in societies of unlimited 
liability, (c/. Eansom). In the New York State law relating 
to co-operative agricultural, dairy and horticultural associa- 
tions, the by-laws need not be submitted before registration, 
but there must be a general meeting within thirty days after 
incorporation to adopt by-laws regulating the conduct and 
management of the association. 

In the Act itself no by-law is prescribed, but both in 
England^ and Germany the by-laws submitted with the 
application must deal with certain points [see notes to 
sec. 43 (c)]. In India it is obvious that the by-laws must 
prescribe the area and tribe, etc., [sec. 6 (1) a and 6] and 
the address (sec. 15), 
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In England and Germany the names of the Committee 
mnst be submitted with the application. 

The Act does not confer upon a society power to make 
by-laws, it must draft its by-laws prior to registration (Clause 
3 above) and may amend these (sec. 11). As the Registrar 
must approve before registration he is practically given 
power to impose model by-laws, in addition to any prescribed 
by sec. 43 (c). It is worth noting that (differing from the 
Companies Act) a member is not necessarily entered as such 
in the register of members, that signatures to the memoran- 
dum need not be attested and that the appearance of his 
name in the register is not prinid facie evidence that he is a 
member. The matter is left to rules under sec. 43 {d)* It 
is also to be noted that the ten signatories become members 
of the society on registration (cf definition p. 69) and 
form a noteworthy exception to the general rule that members 
must be elected. 

Clause 3. — Mr. Brabrook, Chief Registrar in England, 
writes that: ‘"it is not far from the truth to say that the 
legislature had been learning from experience that the best 
service it could render to these societies was to pass their 
rules under the eye of a person skilled in the art of expressing 
in clear and simple language the legal conditions under 
which the members of associations were to be allowed to 
combine for beneficial purposes.”^ 

There is no registry of rules as apart from the registry 
of the society ; the society is registered with certain rules 
and unless they are in conformity with the provisions of 
the Act, the Registrar refuses to register the society. 
(Fuller). 

The by-laws are binding on a society as well as on the 
members, they form the contract between the society and its 
members and that contract can only be altered in the mode 
prescribed by the Act or rules. As between the society 
and its members, a course of dealing at variance with the rules, 

^ THs submission of rules to a special autbortiy for approval is 
almost everywhere insisted upon e.g,, Austria — c/.also Italy-Monograpbs 
ii, p, 129, “ as tbe members are, as .a rule, but little ■ versed* in tbe laws of 
business, tbe law, to afford them protection, requires that societies shall 
notify their formation to a public notary in the presence of two witnesses 
and the Court must verify the legality of their formation.” The South 
African Act follows the Companies Act and appends model regulations 
and prescribes that these shall form part of the regulations of the society 
except in so far as the regulations registered are inconsistent with or 
exclude or modify them. 
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for whatever length of time it may be pursued and acquiesced 
in, is of no validity whatever.^ 

Regisiratioa* jf Registrar is satisfied that a society haS: 

complied with the provisions of this Act and the 
rules and that its proposed by-laws are not contrary 
to the Act or to the rules, he may, if he thinks fit^ 
register the society and its by-laws. 

The Registrar of Companies has no such discretion, but 
presumably he would not register a Company whose articles 
were contrary to the Act. C/. Indian Companies Act, 
sec, 24(1). In South Africa, the registrar submits the 
application to the minister of agriculture, who may, in Ms 
discretion veto the registration of any society ; but if within 
a period of one month he shall not exercise his right of veto, 
the registrar shall register.^ A society does not acquire 
privileges until it is registered (i.e,, re stamp duty, 
registration, income-tax, etc.). 

From this point onwards the phrase registered society 
is used and the Act only applies to these. The first effect of 
registration is to remove the societies from the operations 
of the Indian Companies Act. 

See note to s. 43(2) (c). Although not mentioned the 
usual restriction may be presumed that the name must 
not be identical with that of an existing society. 

There is no appeal provided for from an order refusing 
to register. But this may be provided for by rule ; the Bombay 
rules, for instance, allow an appeal to the Governor-in- 
Council. 

In the English Act it is provided that the Registrar shall 
issue an aclmowledgment of registry. This is necessary 
(see sec. 10) and should be prescribed by rule under 
sec. 43 (6). 

iO. A certificate of registration signed by the'^:' 
mgn a m* R^gjgtrai shall be conclusive evidence that the 
pciety therein mentioned is duly registered unless it 
is proved that the registration of the society has 
been cancelled. 


^ Wurtaburg; Law relating to Building Societies (ith Edn.), p. 165. 

^ The applioatioa goes to the minister because he grants extensive 
financial assistanoe* 
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Cf. Companies Act, sec. 24(1) "where, however, the 
certificate is “ given ” by the Registrar. “ Difiy re^stered ” 
apparently means that sec. 9 has been complied with in its 
entirety so that the certificate is conclusive evidence that the 
provisions of the Act have been duly complied "with. Thus 
the two Acts agree. 

For effects of registration, see sec. 18, ante. 

Such a certificate would suffice against a claim to income- 
tax. A certificate bearing the seal or stamp of the central 
office shall be received in evidence without further proof, 
and every document purporting to be signed by the Registrar 

. shall, in the absence of any evidence to the 

contrary, be received in evidence without proof of the signature 
(Friendly Societies Act). 

The certificate is a conclusive answer to any objection 
relating to registration and at once enables a society to 
enter into contracts. It is frirnd facie evidence that all the 
provisions of the Act have been duly complied with ; it is 
conclusive evidence of a society’s corporate existence. 

This section follows the Friendly Societies and Industrial 
and Provident Societies Acts. 

The certificate would also serve to exclude evidence 
that a society was not really co-operative or was not what it 
claimed to be. It would thus serve to deprive Civil Courts 
of jurisdiction in certain cases and confine malcontents to 
resort to the registrar under secs 35 and 36. 

11. (1) No amendment of the by-laws of a 
registered society shall be valid until the same has of \ 
been registered under this Act, for which purpose 
a copy of the amendment shall be forwarded to the 
Registrar. 

(2) If the Registrar is satisfied that any amend- 
ment of the by-laws is not contrary to this Act or to 
the rules, he may, if he thinks fit, register the amend- 
ment. 

(3) When the Registrar registers an amendment 
of the by-laws of a registered society, he shall issue 
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to the society a copy of the amendment certified by 
Mm, which shall be conclusive evidence that the same 
is duly registered. 

In tie case of Companies an alteration of the memoran- 
dum of association requires confirmation by the Court, here 
it requires approval of the Registrar. The memorandum 
of a Co-operative Society must conform to sec. 4. Alteration 
of the by laws of a Company can be carried out by special 
resolution. Local Governments usually have made rules 
requiring a majority at a general meeting at which a eertain 
proportion (two-thSrds) of the members must be present. 
A Co-operative Society, could not alter its by-laws so as to 
conflict with the provisions of the Act or with co-operative 
principles. The whole section is taken from the Friendly 
Societies Act Clause 2 merely reproduces sec. 9. 

Amend^nent ordinarily means the act of making better, 
correction, improvement, but in this sense it means any 
alteration or change either by way of correction or addition 
(Century Dictionary). The English Act says : it includes a 
new rule and a resolution rescinding a rule. It may even 
amount to a complete substitution of an entire set of rules for 
the existing set and bearing at the beginning the words '‘ all 
previous rules rescinded.’" In New York State Law on 
Co-operative Productive Societies “the power to amend 
shall include the power to increase or diminish the amount 
of capital stock and the number of shares ; but such amount 
shall not be diminished below the amount of paid up capital 
at the time the amendment is adopted.” Great care is 
required in seeing that this section is properly complied with. 
No by-laws can be acted upon unless they have been registered 
and any action in accordance with unregistered amendiiientvS 
might be held to be illegal. In an English ruling the presiding 
judge stated that “these societies cannot depart from their 
established rules or neglect to comply with the Act in the 
mode of altering or repealing them, without exposing their 
property to danger and themselves to great expense, loss 
and inconvenience.” 

The^ original rules hold good until amendments have 
been registered. ^ The provision as to appeals from a refusal 
to register a society would presumably apply to a refusal 
to register an amendment of a by-law. 

The Act prescribes no period within which an amendment 
shall be tendered for registration. In South Africa, the 
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Act fixes a limit of one month. The minister of agiicnitiire 
can refuse to allow the alteration. 

Rights and liabilities of members. 

12. ■ No member of a registered society 
exercise the rights of a member unless or until he has rights tin 
made such payment to the society in respect of 
membership or acquired such interest in the society, 
as may be prescribed by the rules or bydaws. 

Cf. Model articles, Indian Companies Act No member 
shall oe entitled to vote at any general meeting imless all 
calls or other sums presently payable by him in respect of 
shares in the Company have been paid/’ 

Rights and liabilities oj members are dealt with in various 
sections of the Act, in rules under the Act, and in the by- 
laws. 

A member must be elected by the Committee [see. 43 (d)] 
before he can be admitted {cf definition) ; thereupon after 
payment of any prescribed fees, share instalment, etc., he 
becomes entitled to exercise the rights of a member, induing 
all the benefits of the society. He may attend general 
meetings^ [sec. 43 {j) rules] and vote thereat (sec. 13) 
including voting for tire Committee [sec. 43 (^)] ; he may, in 
collaboration with the number of members prescribed in the 
by-law's, insist on the committee calling a general meeting ; 
he is entitled to obtain a loan for specified purposes approved 
by the Committee if his security is good and subject to his 
maximum credit ; he is entitled to deposit his savings in the 
society [sec. 43 (e)] if the society can employ the money 
usefully ; his share or interest is exempt from attachment 
(sec. 21) ; he may transfer this share or interest subject to 
certain conditions (sec. 14) though he still remains liable for 
two years (sec. 23) ; he can nominate a person to whom 
payment shall be made on his death [sec. 43 (^)]. He is 
entitled to a share of the profits when these are distributed 
[sec. 43 (r)] and is exempt from income-tax thereon (sec. 28). 

He is entitled to a copy of the rules or by-laws (on payment) 

^ The power of the members is supreme but it may be exercised 
only at meetings regularly assembled, at which a majority prevails 
(Herrick, p. 247). Hence the great importance of the right of members 
to insist on a general meeting being summoned, 
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and also to a copy of the annual 'retum: and balance-sheet 
|free). He may inspect the books at all reasonable hours m 
the Society’s office, except the deposit and loan (?) account of 
any other member.^ He can appeal against the order for 
dissolution [sec. 39(2)]; on his death the disposal of Ms 
share (sec. 21) is regulated and his liability (sec. 24) is limited 
to one year. He may institute proceedings against officers 
of the society for offences committed. Finally he has the 
right to withdraw if he disagrees with the decision of the 
majority. In unlimited liability societies this is a ¥ery 
important right indeed as it enables a member to withdraw 
before a liability is incurred to which he objects (cf, sec .23) 
He is not entitled to a share of the reserve fund (sec. 33), 
nor to sell his share to any one not approved by the 
Committee. 

These rights are protected by the rule of one man one 
vote and by the prohibition of proxy voting, so that a member 
who attends a general meeting can be certain of a hearing 
from those who are going to vote on the point under 
discussion. 

This section says nothing about liabilities, and a member 
cannot escape from these by withholding any payment 
prescribed. One who merely signs the application [secs. 
2(c) and 8] incurs all liabilities for two years (sec. 23) even 
if he withdraws at once. He must assume joint liability 
and becomes unconditionally bound by all the rules [sec. 
43 (d) notes] ; he is liable to expulsion [sec. 43 (m)] and may 
be called upon to contribute to the assets of the society 
[sec. 42 (2)(6)] even though debts were incurred prior to his 
admission. His chief protection is his right to obtain all the 
information required concerning the solvency and good 
management of the society. 

In addition to the above he may combine with other 
members to secure an enquiry by the Registrar (sec. 35) 
and to effect dissolution [sec. 39(1)]. Under the by-laws, a 


^ According to the writers of the book on the English Acts, published 
for the Co-operative Union, Manchester, this privilege of unlimited inspec- 
tion had become much abused, and was often used not so much for the 
general good of a society, as from self-interested motives, and for the 
satisfaction of a member’s personal vanity. This power of individual 
inspection is now limited to a member’s own account, and the book con- 
taining the names of the members. Wherever there is real cause for 
enquiry, it only needs ten members to apply to the registrar for one. The 
registrar will then appoint a eompetent person to make a thorouis^h enquiry 
and report. © 
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€ertaiE proportion of members may insist on a general meeting, 
being called. 

13. (1) Where the liability of the members of a 
registered society is not limited by shares, each mem- 
ber shall, notwithstanding the amount of his interest 
in the capital, have one vote only as a member in the 
affairs of the society. 

(2) Where the liability of the members of a 
registered society is limited by shares, each member 
shall have as many votes as may be prescribed by 
the by-laws. 

(3) A registered society which has invested any 
part of its funds in the shares of any other registered 
society may appoint as its proxy, for the purpose 
of voting in the affairs of such other registered 
society, any one of its members. 

See notes to secs. 12, 43 (/). Where members desire an 
enquiry by the Registrar (sec. 35) or dissolution of the society, 
(sec. 39) the one man one vote principle is prescribed for all 
societies. 

Clause 1 is, of course, the condition of equitable associa- 
tion. A society is an association of individuals with equit- 
able participation and control, hence one man one vote. 
This, as the Committee on Co-operation recommend, should 
be the rule in all societies including those with limited liability 
such as Central Banks. In unlimited liability societies 
liability is equal and the Act insists on control being equal. 
The second clause is a concession to the joint-stock idea ; 
in view of the Committee’s opinion it is to be hoiDed that 
by-laws allowing more than one vote to any member will 
not in future be approved by Registrars. Mr. Wolff is very 
clear on this point : whatever be the value of the shares 
it must be not they which determine the voting power of 
members in the bank. The bank is to be co-operative ; that 
means it is to be a union, not of capitals, but of persons ; 
and whatever ^ b the holding of each member the voting 
power must be equal as amongst them.” It is this rule of 
. equal votes which distinguishes co-operation from co-partner- 
ship. It is an absolutely essential element in any true 
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co-operation and is regarded by nearly all authorities as a 
tundamental pnnciple.1 Any hardsHp that might appear 
to be involved IS m reahty limited by the restriction in sk 5 
on the ainount of shares which any individual may hold 
If this restriction is removed under sec. 46, in the case of 
central banks, the stnct adherence to this principle becomes 
additiona ly important. It may be noted that even in a 
jomt-stock company there must be a show of hands before 
there can be a poll, on a show of hands one man has one vote 
and there are no proxies allowed. It is only when a poll is 
taken that each member has one vote for elch share held by 
him and proxies are then admitted. The capitalist ha“ Z 
place in co-operation and it is entirely opposed to co-operative 
principles that the extent of a man’s control should d^nd 
; CE the capital lie holds m the society. ^ 

Voting hy proxy is not provided for in the Act except in 
the case of corpiral^ions or societies which may be memLrs 
This follows the English Acts. The general rule is tLt 
there can be no voting by proxy unless this is specificallv 
allowed by rule or by-law. In" Germany, it is forSn 
(except in the case of co^rations and wonmn) but under th^ 

English Act (which IS here followed) it may be proSdS 
t r- clear aKiust 

h« stnctly adhered to as action taken on a vote secured hw 
irregular proxies might be declared illegal. 

TliG New York state law oh 
societies allows an absent member to send in a 
provided he shall have been previonsiTr nni 
of to e»ct S1'uS7±”& 

taken and a copy of the same is forwarded with and attSLd 
to his written vote. The Wisconsin State law has the same 
provision. This is not voting by proxv bn t vnL r, ■ u 
One advantage of disallowing free voting by proxy ts thSTh e 
rule of one man one vote is maintain erf Tf o 
bmg J,™ le ™„ld Worrc „„f 

oroides says’: MemberTSSt «eMis?tS°Dow°*"^f**°f' 
by pr..y. Tb, rofosal ^ 

M to ttotSilS JSL” SrSolS. 

one vote published in the J3omba«^ ‘ One man 

operator defends or advocates any ofhef nrine^’*’® No oo- 

eases votes may vary with the amount of m somo 
Ihe newer acts of different countSs fll society, 

and nearly aU model by-lawarIXtsirunf -of®. 


S. 14.] RIGHTS mD LIABILITIES OF MEMBERS. 


97 


eiitered so as to bring the members themselves to meetings 
aiicJ get them to take a lively and personal interest in the 
society and its conduct, and to prevent a few persons from 
carrying their personal views by means of lightly and ignorant- 
ly given proxies. It is a very valuable co-operative principle 
especially where societies are small as in the Eaiffeisen 
societies. Mr. Cahill agrees : By prohibiting voting by 
pi'oxy, he writes, the law aims at securing the actual presence 
of members and maintaining in this way an essential charaeter- 
isi ie of a Co-operative Society as a combination of persons 
as distinct from a mere union of capital. In Italy also, 
voting by proxy is forbidden except in cases of lawful 
inipediiBent. 

Miss Webb writes : In all distributive societies in England 
the rule of one member one vote is in practice, but unless 
exercised by ballot, — as is sometimes allowed in the election 
of committees — a member can only exercise his power by 
atten<iiBg and voting at meetings of the society. It is 
therefore counted the duty of every member to attend the 
meetings and take part in the government of his society 
and in a few of the older societies a fine is inflicted upon 
members absenting themselves from the general meeting 
without good cause. 

The fourth conference of Registrars wished to have 
*'* no proxies shall be allowed ’’ inserted in this section and 
. applied to all societies. ■ . 

Clause 3 merely allows an exception to the general rule 
that no person shall act as a proxy unless he is entitled 
on his own behalf to be present and vote at the meeting. 

It would obviously be inconvenient if the only delegate a 
primary society could send to the Central Bank w^as a ■ 
shareholder in the latter Bank. If permitted, the proxy 
should be in writing ; it is apparently exempt from the one 
anna stamp-duty. If considered necessary, the by-laws 
should provide for its deposit with the society before the 
meeting. ,, A Bombay Provincial Conference desired that, a ,, 
society should be able to appoint as its proxy a member of 
another society. 

14* (1) The transfer or charge of the share or Restdctioas 
interest of a member in the capital of a registered 
society, shall be subject to such conditions as to interest 
maximum holding as may be prescribed by this Act 
or by the rules. 
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(2) In case of a society registered witli unlimited 
liability a member shall not transfer any share held 
by him or his interest in the capital of the society or 
any part thereof unless — 

(a) he has held such share or interest for not 

less than one year; and 

(b) the transfer or charge is made to the society 

or to a member of the society. 

See section 5 and notes thereunder, note on unlimited 
liability, section 4. 

‘Interest’ here means personal possession or right of 
control or participation in ownership, the legal concern of a 
person in the society, or the right of enjoyment of advanta<^es 
(c/. Century Dictionary). 

In a company, shares are freely transferable as of right 
unless regulated or restricted by the articles. There may for 
instance (cjf. model articles) be a rule that the Directors may 
decline to register any transfer of shares, not being fully 
paid-up shares, to a person of whom they do not approve 
The Directors may thus pay regard to the reserve liability 
which might become valueless if the shares passed into the 
hands of paupers and minors. In an unlimited liability 
socie^, the shares do not apparently influence the 
liability. 

In a partnership shares are not transferable but the 
partners may agree as to a redistribution. In a co-operative 
society the selection of members by qualifications and election 
is all-important ; and, where the possession of a share is a 
condition of membership, the transfer of such a share must 
be as carefully guarded as the admission of members ^ is 
the financial security depends on the liability of the members, 
it IS necessary to restrain rapid changes among those liable" 

A depositor would never know whether his deposit was s-’fe 
or not if members changed frequently. The United 
Prownces have a rule under sec. 43 (1) that the purchasing 
meruber must be approved for that purpose by the committef 
of the society. 


^ The legal pandit points ouCcometh' enoiwh 
mast adirnt the new member beforajhe transfer is completed.-^ 
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Powell, p. 47. 


“ Powell, p, 43 
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Ill a limited liability society transfer to a. minor must 
be restricted by rule under sec. 43 (i), c/. ' secs. "6, 22 and 

notes* 

In an unlimited liability society tbe member is 
presumably over 18 years of age [see sec. 43 (d)l 

The transfer of shares is disclosed in the register of 
members which has to be maintained up to date [sec. 25, 
and notes and rule under sec. 43 (n)] but this register is not 
frrimdjmie evidence of the actual transfer but only of its 

date. 

The retiring member continues liable for contributions 
-for two years (sec. 23). 

This pronounced restriction on transfer of all shares is 
characteristic of co-operative and similar societies which 
aire not public Companies. In Belgium, the shares are non- 
transferable ; in If ranee and Italy they are not transferable 
except to members and with the consent of the society. The 
Hew York State Law on productive co-operative societies has : 

no stock shall be transferred without the written consent of 
the corporation (be., society) endorsed on the certificate of 
stock. The corporation shall have the first right to purchase 
at par any stock of a shareholder offered for transfer or the 
stock ol any deceased or retiring stockholder.’" The Cali- 
fornian law adds : nor shall a purchaser at execution-sale, 
or any other person who may succeed by operation of law or 
otherwise to the property interests of a member, be entitled 
to membership, or become a member of the association by 
virtue of such transfer/’^ Some English Societies wdth 
transferable shares provide for a transfer fund " for the 
purpose of facilitating the transfer of share capital, by voting 
sums from time to time from the reserve fund. "By this 
means transferable shares are made easily withdrawable 
so far as the holders are concerned. In a joint stock Company, 
the right to sell or transfer the share is incident to the 
ownership, and cannot be controlled by the company (if fully 
paid up), although the company may reserve the option to 
;buy the;; s 'whenevei , a member desires to sell.^ The 
absence of a provision like see 14' (6) from' the Companies Act, 
necessitates' 'a .Special 'law for; co-operative societies, as in 
America and elsewhere the control of co-operative societies 
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registered under Company law lias often : passed into ■ the 
hands of business rivals.^ 


Address ol 
societies. 


Co|Sf of Act, 
rules and 
'bf-laws to 
he opera to 
mspection/ 


Duties of registered Societies.- 

15. Every registered society shall have aB 
address, registered in accordance with the rules, to 
which all notices and communications may be sent, 
and shall send to the Registrar notice of every chanee 
thereof. ® 

_ Cj. sec. 72, Indian Companies Act and sec. 24, Friendly 
Societies Act. 

(1) Every Company shall have a registered office to 
which all communications and notices may be addressed. 

(2) Notice in writing of the situation of the registered 
office and of any change therein, shall be filed with the 
registrar, who shall record the same. 

As the address has originally to be given in the applica- 

iotifie? changes need be 

The registered address of course fixes the jurisdiction 
of the court [pie under pc. 43(Z), sec. 42, cls.4 and 5,etc. ] 
and becomes important in the case of regimental societies 
of India clerks (who move from Delhi to 

rr.«,r j I addrcss is that all communications 

be addressed to it ; it need not be the place of meeting 

bS meeting may be changed without notiS 

, registered society shall keep a copy 

governing such socie^ 
and of Its by-laws, open to inspection free of charge i 
all reasonable times at the registered address of the 

SOC16l5y, . ^ 


^ Powell, p. ”” '■ ■ ..T' 
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Any member of a Company can claim a copy of the 
memorancliim and articles on payment of a fee and the 
copies filed with the registrar are open to inspection on 
- ■payment, 

Every member is entitled to obtain all information 
required concerning the solvency and good management 
of the society (Irish by-law). The Friendly Societies Act 
prescribes that every registered society shall deliver to every 
person on demand, on payment of a sum not exceeding one 
i^hilling, a copy of the rules of the society. 

It is to be noted that the rules and by-laws must be 
open to non-members. This, of course, has special importance 
to depositors and other creditors. A credit society should 
also expose in a public place a six-monthly balance-sheet 
[of. note to sec. 43 (/z)]. It must be remembered that Co- 
operative Societies are societies for the public good and hence 
the public have a right to know what are their rules and 
objects so that the advisability of joining may be considered 
[see notes to sec. 43 (g)]. 

Failure to comply with this section is an ofience in 
England. 

The right to inspect seems to include the right to take 
copies (Fuller). 

17. (1) The Eegistrar shall audit or cause to be Audit 
audited by some person authorised by him by general 
or special order in writing in this behalf the accounts 
of every registered society once, at least in every 
year. 

(2) The audit under sub-section (I) shall include 
an examination of overdue debts, if any, and a 
valuation of the assets and liabilities '.-of • ' the' " ' " 
..■•society. 

The, Registrar, the Collector or any person " ' 
authorised by general or special order in writing in ' 
this behalf by the Registrar shall at all times have 
■access to ail the books, accounts, papers and securi- 
ties of a society, and every officer of the society shall 
furnish such information in regard to the trans-' 
actions and working of the society as the person 
making such inspection may require. 
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Collector means the Chief Officer in charge of the revenue' 
administration of a district.^ 

.Most countries, by law, require societies to submit their 
accounts to audit or inspection by some public authority . 
The original idea is to protect the members against the 
misconduct or incompetence of the officers, but undoubtedly 
the great value of a proper audit lies in the increased credit 
of societies with outsiders and the increased confidence of 
members in their organization. Audit, in short, is for the 
benefit of the members.^ 

By the Companies Act, secs. 144-145, every company 
must at its annual general meeting appoint an auditor for 
the next year and he must make a report during that year. 
If a company fails to do this the directors cannot appoint an 
auditor behind the backs of the shareholders but must apply 
to the Local Government. The burden of securing a proper 
audit of the accounts is thus placed on the company. The 
Friendly Societies Act also imposes this duty on the society 
and allows the audit to be conducted by two members 
who, of course must not be office-bearers but as Mr. Wolff 

says : we have in the co-operative world everywhere come 
round to the conclusion that, except in very small societies, 
the work of one skilled accountant is worth a good deal more 
than that of the two unskilled members.^ The tendency in 
England is to insist upon a stricter observance of the 
provision of the Act regarding audit. 

Under the first Act, no charge was to be made in respect 
of any audit made under this section, but now rules may be 
framed under sec. 43 (b) regarding the levy of fees. Where 


^ General Clauses Act, sec. cl, 3, (10). 

^ C/. Smith Gordon, Co-operation for Farmers, p. 55 ; — The stability 
ot a society’s business is largely aSected by the manner in which iU 
accounts are kept ; but in a very large number of farmers’ societies, the 
keeping of the books is absolutely elementary and sometimes non-existent... 
This difficulty has been dealt with in all countries where the movement 
is far advanced by insistence upon frequent audits conducted either under 
government supervision or by some properly authorised central body 
and in all cases by duly qualified persons. In America, where no such 
system exists, the result is seen in the frequent and unexpected failure* 
of the societies. It is absolutely necessary that some central body should 
have power to supervise the auditing of farmers co-operative societies. 

* The New York State Law on agricultural, dairying and horti- 
cultural societies, prescribes an auditing committee of three members 
who shall not he directors, officers, agents or employees of the association, 
which shall at least once in each quarter make an examination of its* 
records and property and report the results in writing to the association.. 

* Co-operation in India, p. 171. 
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the society belongs to a Emoa or otter central body, the 
latter should have some voice in the choice of the auditor. 
If a society is prepared to employ and pay a chartered 
accountant or other professionally trained auditor, the 
registrar would accept his audit as sufficient under this 
section.^ 

It will be noticed that no explanation is given of the 
action which the legislature intended to be taken. Section 26 
of the Friendly Societies Act says that the auditors shall 
examine the annual return and verify it with the accounts 
and vouchers relating thereto, and shall either sign the annual 
return as found by them to be correct, duly vouched and 
in accordance with law, or specially report to the society in 
what respects they find it incorrect, unvouched or not in 
accordance with law. 

The manual on Co-operative Auditing of the English 
Co-operative Union says : Audit gives confidence to the 
members. The auditor should direct analysis so as to reveal 
the points of weakness. His duty does not admit of any 
interference with the method of management of a society 
or the control of the officials and employees ; he should 
confine himself to the records of the business rather than to 
the actual working. He should examine the rules with a 
view to satisfying himself that the working of the society is 
in accordance therewith. He should use his position and 
power by advice given to the committee, and if necessary 
to the general meeting, with a view to a sound business policy 
being adopted.^ 

Audit may be defined as such an examination of the 
books, accounts and vouchers of a business, as shall enable 
the auditor to satisfy himself whether or not the balance- 
sheet is properly drawn up, so as to exhibit a true and correct 
view of the state of the affairs of the business, according to 
the best of his information and the explanations given to him 
and as shown by the books ; and if not, in what respects it 
is untrue or incorrect.^ 

The auditor must, by the exercise of reasonable skill 
and diligence satisfy himself that the books contain a proper 
record of the transactions entered into. This involves an 


^ For a view on the general question* see Mr. Crosthwaite’s essay 
on * The Problems of Audit ’ in Indian Co-operative Studies. 

® Tetlow, p. 19. 

® Por this deiaition and what follows, see Spicer and Feglat^a 
•Practical Auditing. 
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exammation, more or less complete, of the whole of the 
transactions of the business, and the manner in which they are 
recorded. The auditor should examine the by-laws of the 

society, and ascertain that they are duly carried out. 

The two principal reasons for which audit is instituted are 
tbe detection of fraud and the detection of errors. Tlie 
prevention of fraud and errors depends upon the deterrent 
and moral effect of the audit. Frauds may be divided into 
two classes : defalcations, involving misappropriation either 
of money or goods ; and the fraudulent manipulation of 
accounts, not involving defalcation. The opportunities 
of committing fraud by defalcation are so frequent and the 
methods necessary to. conceal it so simple that no business 
IS safe from the risk. Misappropriation may be concealed 
by the inclusion of fictitious payments and by the omissipn of 
receipts. The latter class is much the more difficult to detect. 
Jhe amount of detailed checking which the auditor must 
satisfy himself that no fraud exists, 
will depend to a great extent on the check exercised by the 
managing committee. He must test the transactions exhaus- 
tively, and, should he find anything irregular, he must then 
make a complete audit. 


V. detection of errors, it must be remem- 

bered that what at first sight appear to be merely clerical 
errors are often ultimately found to be due to fraudulent 
manipulation, and it is therefore important for the auditor 
carefully to examine the cause of any error, however slight 
It may appear to be. Errors of omission are very difficult to 
detect, and may not be discovered until the acounts of 
previous years are conipared. An error of commission 
nses when a transaction is incorrectly recorded, either 

the^Sml partially. The error may not 'be discovered until 
tne tiaDsaction is vouched or otherwise checked. 

Clerical errors are due to posting an item to a wrone- 
account, or to an incorrect posting. Where an item is posted 

balance remains correct, and only 
refill check will lead to the detection of this kind of mistakZ^ 
*0 *1^® credit side instead of the 

itSe 1 

Compames where the most important result of the 
matv^pr**^ disclose the profit available for dividend, there are 
which are imimportant because they do not 

sharohnl/ which may be divided amongst the 

shareholders. But m a co-operative society, profit have 
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not .the same predominating influence ; while correct aecomit- 
iiig is absolutely necessary if the ■ society is to survive. A 
joint stock company cannot be described as unsuccessful if 
the shareholders lose no money by it. A co-operative 
society can be described as unsuccessful, if the members lose . . 
no money by it yet fail to -gain any advantage from it.: It is .: 
hardly an exaggeration to say that proper audit is more 
important in a co-operative society tha.n in a joint stock 
company. It is not every member who has ti,me to examine 
'the accounts, yet it is every member who is responsible for 
any loss incurred. The committee are elected in general ■ 
meeting, but once elected, their powers are very complete. 

Even the most honest or well-meaning member of the com- 
mittee may be liable to err. The members must have an 
independent opinion on the management of their committee. 

This does not arise from mistrust, but from ordinary business 
•caution. It is easily understood that, among friends, there ■ 
may be some hesitation on. insisting on an independent audit ; 
audit, though' primarily, intended for 'the members, is also 
absolutely necessary for the protection of the members 
of the committee against charges which cannot be supported. 

Regarded from' every point of view, audit is absolutely 
essential to the successful, as well as to the smooth, adminis- 
tration of every society. 

In England refusal by an officer to furnish information 
required is an offence under the Act. In India it is left to the 
Penal Code.^ 

Privileges of 'registered societies. 

18. The registration of a society shall render it Societies 
a body corporate by the name under which it incorporate?* 
registered, wdth perpetual succession and a common 
seal, and wdth power to hold property, to enter into 
contracts, to institute and defend suits and other 
legal proceedings and to do all things necessary for 
the purposes of its constitution* 

Cf Indian Companies Act, sec. 23, cL 2 runs : '' the 
subscribers shall be a body corporate by the 

name contained in the memorandum, capable forthwith of 


3' The need of a penalty in case of contumacy is illustrated by Sir 
T. W. Kussell’s e¥idence before tire House of Lord’s CoBimittee dn the 
Tlirilt and Credits Bill to the effect that several credit banks in Ireland 
refused to let the auditor audit them. 


Prior claim 
of society. 
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exercising all: the functions of an incorporated Company, 
■■ showing perpetual succession, etc., common seal . . . . . 

As the society is a body corporate, it is unnecessary to 
prescribe a Committee yrith legal power to represent it. In 
Germany^ where societies are not bodies corporate, ^^the 
p-oper^ive society shall be represented legally and otherwise 
by the Committee of management.’^ 

The corporate body ceases to exist when registration 
is eancelied (sec. 41). The effect of incorporation is to protect 
mdmdual members from suits by creditors ; no legal proceed- 
mgs can lie agai^t a member of a society individually in 
respect of an obligation of the society ; the society has to be 
pied and m case of default it is the society and not the 
indi^ndual members which goes into liquidation (see sec. 42 
r society is not a corporate body, the 

liability of each memberis really unlimited and anyone may be 
sued by a creditor. In the case of a corporate body, the 
members are only liable to contribute towards any deficiency 
m the assets in the course of liquidation. This is styled 
unlimited contributory liabUity ” (c/. Cahill). The Agricul- 
tural Societies m Ireland, registered under the Friendly 
Societies Act are not corporate bodies, but English societies 
registered under the Industrial and Provident Societies Act 
are. Ihe result is the societies under the former Act shall 
nave one or more trustees ” in whom property is vested. 

Section p above follows sec. 21, Industrial and Provident 
Socieps Act, 1893 except that the latter imposes limited 
liability. German Societies do not appear to be corporate 
bodies and hence individual members can be sued by creditors 

under their unlimited liability. ^ 

PrmZ^esare conferred on the condition that the societies 
ppre to their pnnciples, they may be withdrawn (sec. 46\ 
it they ppart therefrom. Accordingly they must be jealously 
guarded by a strict adherence to principles. 

19. Subject to any prior claim of the Govern- 
ment in respect of land-revenue or any money re- 
coverable as land-revenue or of a landlord in respect 
ot rent or any money recoverable as rent, a regis- 
tered society shaU be entitled in priority to other 
creditors to enforce any outstanding demand due to 
the society from a member or past member- 

fa) in respect of the supply of seed or manure 
or of the loan of money for the purchase 
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of seed or manure — upon the crops or 
other agricultural produce of such mem- 
ber or person at any time within eighteen 
months from the date of such supply 
or loan ; 

(6) in respect of the supply of cattle, fodder for 
cattle, agricultural or industrial imple-- 
ments or machinery, or raw materials 
for manufacture, or of the loan of money 
for the purchase of any of the foregoing 
things — upon any such things so sup- 
plied, or purchased in whole or in part 
from any such loan, or on any articles 
manufactured from raw materials so 
supplied or purchased. 

The claim referred to is one in a judicial proceeding, 
tile section does not confer any summary power of realisation 
on a society. The Friendly Societies Act gives a registered 
society priority in the case of the death or bankruptcy of 
an officer in respect of any money or property of the society 
held by him ; on demand by the society, the heirs, trustees, 
etc., must pay the money or deliver the property in preference 
to any other debt or claim against the estate of the officer. 

The Calcutta High Court has ruled that an outside 
decree-holder can attach and sell a crop or other property 
covered by this section in priority to a society unless the 
society also obtains a decree in its favour or holds a charge 
under sec. 20 ; the Committee favoured an amendment to this 
section making the lien a charge on the property in respect 
of which the loan was granted (para. 70) ; and all Local 
Governments seem to be agreed that the lien should be 
converted into a charge so that a society may have a 
prior claim, withou t obtaining a decree. 

The exact meaning of this section is not clear. Already, 
under section 60, Civil Procedure Code, where a Judgment- 
debtor is an agriculturist, his implements of husbandry and 
Bucli cattle and seed grain as may, in the opinion of the 
court, be necessary to enable him to earn his livelihood as 
such, and such portion of agricultural produce or of any class 
of agricultural produce as may have been declared to be free 
from liability under the provisions of section 61, are not liable 
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biienfc. The section gives no prior claim to land 

of the Philippines constitutes these loans a lien 
. prionty before every other daim, mortgages alone 
In Austria, credit societies have a lien r»n all 
abies of a borrowing member which precedes ' thW. 

anlf a borrower is prohibited from 

ay goods (over which the society has a prior 
the buyer, unti the debt incurred to the credit 
t has been discharged. To do so is a cri.iSal 

^ apiculturists may be secured by a 

af produce, stock, furni- 

all whrt^?^' ri ®^ys the privilege is 

ider t ^ f 1- whether bank or 

laer, m order to ensure the grantino- of credit 

inv°thS'’^l t™ by giving lenders specfal facilities 
mg their dys. In England, a farmer could give 

I erld> ^ttels. In Italy, institutions granting 
ns pridlege inguarantef 

F- JH ’ipon thi produce 

ored m the farm-house and buildings aid upon 
implements, and furniture of the farm. ^ 

A registered society shall have a charge uoon 
or interest in the 


Charge tind. 
5ct-oS in 
f espect of 
shares or 
interest of 
member. ; 
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shall have a lien on the stares of any member for any debt 
due to it by him and may set off any sum credited to tie 
member tiereon in or towards the payment of such 

dcbt/^ 

The words set off are not used in a strictly legal 
sense, but more in a business sense, as indicatng that the 
society may deduct or write off the amount of a member’s 
debt from the sum credited as paid on his share, and there- 
fore, so long as the society is carrying on business, it may 
bonu fide avail itself of this section (Fuller). 

The model articles of a company give a company a lien 
on every share (not fully paid up) and on dividends thereon 
for all moneys due on the share, and the company may sell 
the share to enforce its lien without resort to the Court. 

It would be quite absurd for a member to be able to 
set off his share in the society against the society’s claim 
against him for money owed. The shares are part of the 
capital of the society and are security for the creditors 
and not for the debtors. 

Interest, — See note to sec. 5. 

Bonus , — sum given or paid over and above what is 
requires,! to be paid or is regularly payable (Century 
Dictionary). 

21 . Subject to the provisions of section 20, the 
share or interest of a member in the capital of aitabiety^* 
registered society shall not be liable to attachment 
or sale under any decree or order of a Court of Jus- 
tice in respect of any debt or liability incurred by 
such member, and neither the Official Assignee 
under the Presidency-towns Insolvency Act, 1909, 
nor a Eeceiver under the Provincial Insolvency Act, 

1907, shall be entitled to or have any claim on such 
share or interest. 

The word “ capital " here does not refer to the whole 
funds of the society, or the working capital, as otherwise 
a member’s share or interest in his deposit would not be 
liable to attachment. It apparently refers to the capital 
owned by the members in their corporate capacity, i.e., the 
society’s owned capital. The Government of India expressly 
refrained from exempting deposits from attachment as they 
did not think that thrift should be encouraged wholesale at 
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Transfer of 
•interest on 
death of . 
member. 


tile expense of the legitimate creditor.^ Thus the deposits^ 
dividends and interest on deposits or loans are not exempt. 
As one of the chief objects is to encourage thrift, this special 
privilege was accorded to protect savings in the form of 
shares. It was originally proposed to exempt deposits up 
to Rs. 100 placed with a society for a year, but this was 
omitted from the bill. 

In the German Act a creditor of a member may (under 
restrictions) attach the interest of the member and then give 
notice of the member’s withdrawal so as to secure payment 
of the interest attached ! 

Note that this exemption only applies to shares of a 
registered society, so that on dissolution as soon as the regis- 
tration is cancelled (secs. 39 and 40) the shares would become 
liable to attachment if no liquidator were appointed to take 
charge of the assets. 

For the meaning of the word interest ” in this section 
see note to sec. 5. 

22. (1) On the death of a member a registered 
society may transfer the share or interest of the 
deceased member to the person nominated in accord- 
ance with the rules made in this behalf, or, if there 
is no person so nominated, to such person as may 
appear to the committee to be the heir or legal repre- 
sentative of the deceased member, or pay to such 
nominee, heir or legal representative, as the case 
may be, a sum representing the value of such 
member's share or interest, as ascertained in accord- 
ance with the rules or by-laws : 

Provided that — 

{i)'m the case of a society with uniimitei''^-: 
liability, such nominee, heir or legal 
representative, as the case may be, may 
require payment by the society of the 
value of the share or interest of the 


^ But under see. 60, Civil Procedure Code, exemi)tion from 
attachment is granted to all compulsory deposits or other sums in or 
derived from any fund to which the Provident Funds Act, 1 897, for the 
time being applies in so far as thev are declared by the said Act not to be 
liable to attachment. 
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deceased member ascertained as afore- 
said ; 

(ii) in the'* case 'of a society with limited 
liability, the society shall transfer the 
share or interest of the deceased member 
to such nominee, heir or legal represen- 
tative, as the case may be, being quali- 
fied in accordance with the rules and 
by-laws for membership of the society, 
or on his application within one month 
of the death of the deceased member 
to any person specified in the applica- 
tion who is so qualified. 

(2) A registered society may pay all other moneys 
due to the deceased member from the society to such 
nominee, heir or legal representative, as the case 
may be. 

(3) Ail transfers and payments made by a regis- 
tered society in accordance with the provisions of 
this section shall be valid and effectual against any 
demand made upon the society by any other person. 

Interest . — See note to sec. 5. 

This section follows secs. 56, 57 and 58, Friendly 
Societies Act. There, however, the same procedure i's 
extended to eases of a member becoming insane. 

Rules may be made under sec. 43 {n), under which the 
matter is further discussed. It should be noted that only 
one person may be nominated. In England, an amendment 
allowing more nominees than one was carried for the Indus- 
trial and Provident Societies Act but not for the Friendly 
Societies Act. 

Under sec. 6, members at the time of registration must 
be over 18 years of age, but the maintenance of this quali- 
ficaton is not provided for. Presumably a minor member 
cannot nominate an heir, and a minor' son of a deceased 
member need not be accepted as a member ; the society is 
not bound to accept the heir (major or minor) or any 
nominee as a member. The general rule is that the heirs of a 
deceased member are not recognised as members until one of 
them is accepted by the Committee as representative of the 


112 


THE CO-OPEBATIVE SOCIETIES ACT. 


[s. 22. 


deceased ; if no such representative is elected, the heirs are 
entitled to re-payment of the value of the share or interest 
if the liability of the society is unlimited. In this case 
see. 21 gives the society ample protection, as presumably 
the value of the share returned is but a small fraction of th*e 
total assets of the estate available in case of need. In a 
society of limited liability, the value of the share is either 
tbe whole (fully paid up) or a large fractionfpartly paid up) 
of the liability and it would obviously be inconvenient to 
part with it. Accordingly, in a society with limited liability, 
the value of the share of a deceased member cannot be paid 

back (c/. Proceedings of Ninth Bengal Conference). 

In joint-stock companies only executors or adminis- 
trators are recognised by the Company as entitled to the 
share, but the Directors have the same right to decline 
registration of transfer as they have in ordinary cases. 

The Government of India have explained that the 
question of the relations of a society to the minor heirs of 
deceased members is, subject to this section, left to the 
operations of the ordinary law. Thus, if there is a liability 
on the share held by a minor, the society should take action 
against the legal representatives, executors or administrator, 
or may apply to the court for the appointment of a guardian 
and failing satisfaction it may force the estate into bank- 
ruptcy and so obtain a due proportion of the assets. It may 
apply to have the estate administered by the Court. If the 
member dies insolvent, the society may prove for the value 
of the uncalled portion of the share. 

The period of one month in proviso (w) might suitablv 
be extended if any difficulty is actually experienced. 

The value of a share is not necessarily the nominal 
value, it does not include anything on account of the reserve- 
fund (which is indivisible) but is apparently liable to deduction 
for loss incurred by the society. The value of the share 
may be ascertained frona the last annual balance-sheet. The 
by-laws of Indian societies usually prescribe that the “ value 
of the share shall in no case be more than the sum received 
by tne society m payment thereof.” 

Clause 3 protects the society from litigation. Claimants 
must sue the nominee without joining the society as a party. 

C/ Friendly Societies Act : the next of kin or lawful reprl 
sentative of the deceased member shall have remedv for 

f ® Pei^son who has. 

received that money. 


S. 23 *] FRlVfLEOiSS OF EEarSTEREB SOCIETIES. 


113 


If tlie nominee dies, tiie committee can take action 
m if tliere were no person nominated. The committee 
would, of course, accept as legal representative anyone 
holding a succession certificate. 

Refusal to pay the share or interest to the person nomi- 


nated is an offence in England 


23. The liability of a past member for the debts 
of a registered society as they existed at the time ' 
when he ceased to be a member shall continue for a 
period of two years from the date of his ceasing to 
be a member. 


This section is intended to protect creditors by 
restricting a member from shuffling off his liability and by 
maldng liable for debts one who has enjoyed benefits. Ir 
applies to joint-stock companies ; section 156 of the 
Companies Act provides that a past member is liable to 
contribute on winding-up unless he ceased to be a member 
for one year or upwards before the commencement of the 
winding-up. He is not liable to contribute in respect 
of any debt or liability contracted after he ceased to 
be a member and is not called upon unless it appears to 
the Court that the existing members are unable to satisfy 
the contributions required. In the case of limited liability 
societies the contribution [sec. 42 (2) (6)] is limited to the 
sum uncalled on the shares and in certain cases to 
dividends received. 

The debts referred to are debts to third parties and the 
expenses of winding-iipj and the period of two years applies 
to those only. It does not curtail limitation in respect to 
sums owed by past members to existing societies. It would 
that no call can be made on a past member excepr 
under sec. 42 (2) (b). The rule is a fair and reasonable one. 
Mr. Wolff wTites thatj by strict right, the outgoing n>ember 
is liable in respect of every liability incurred during his 
membership without limit of time. "The fixing of a period 
yithin which a past member can be called upon to contribute 
is a matter of convenience only. In France members are not 
free from their responsibility until after the settlement of 
engagements contracted by the society before their with- 
drawal. In Belgium the liability continues for five years, 
in Greece for three years, in Italy for two years. In 
England it only applies to those who ceased to be 

C, OSA 8 
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members witMn one year prior to the commencement of 
winding-up. The past member cannot seek to liquidate 
his liability by promoting the dissolution of the society, 
[6/. sec. 39 (1) which refers only to members. j 

Bengal has, in view of this section, framed a rule that 
no past member of a society with unlimited liability shall 
be eligible for membership of another such society except 
with the special permission of the Eegistrar. 

As they existed at the time . — This may include debts 
contracted before the member joined, as in the case of ordi- 
nary companies. In Germany and Greece this is specifically 
provided for ; a member on joining assumes liability for all 
debts existing at the time he joined, but in the Irish rules 
liability is limited to debts contracted during the period of 
membership. This seems to be unworkable as it is the 
deficiency of assets which has to be made good. The English 
Act provides that no individual, society or company shall 
be liable to contribute in respect of any debt or liability 
contracted after he or it ceased to be a member. The 
wording of the above section clearly includes this meaning. 
In order to define the liability German societies assume that 
membership ceases from the end of the financial year and 
so makes the annual balance-sheet the basis for the calcula^ 
tion of the debts as they existed at the time. 

The South African Act contains the sensible provision 
that the liability of a past member ceases in all respects 
as soon as the financial statements of the society signed by 
the auditor disclose a credit balance in favour of the 
society. 

Apparently a past member is bound by any alteration 
oi the rules carried out subsequent to his withdrawal which 
may enhance his liability, subject of course to the proviso 
as they existed at the time/’ This may seem startling, 
but it merely means that while a member has the right to 
withdraw at the moment a society proposes to incur a 
liabUity to which he objects, he does not thereby escape 
liability for his share in any measure the society may deem 
it advisable to take to meet responsibilities incurred while 
he was yet a member. 

Past member is a person who has legally been a member 
and has ceased to be such by forfeiture, cancellation, surrender, 
or transfer of his shares (Companies Act) but not, apparently, 
by death. The doite on which he ceased to be a member 
¥;ould be proved from the register of members [sec. 25 (6)]* 
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TMs provision should tend to make societies very 
cautions in granting loans for periods longer than two years 
<i& liability for loss on longer term loans could be avoided. 

This section does not limit the period of liability of a 
vvitlidrawing or past member for the debt of a member for 
whom he has stood surety. His liability as surety is a 
separate contract altogether from his liability as member. 

Of, Report of Bihar and Orissa Conference, 1918 (pp. 30 — 31), 
where the distinction seems to have been misapprehended. 

24. The estate of a deceased member shall be 

liable for a period of one year from the time of his ©f debased 
decease for the debts of a registered society as they members, 
existed at the time of his decease. 

See notes to sec. 23. ■ ■ 

Also see notes under sec. 22, whicti deals with the case 
where the account is in favour of the member. The date of 
decease would have to be independently proved unless it 
were entered in the Register of members [sec. 25 (6).]. Under 
the by-laws membership ceases at death in the case of 
■societies with unlimited liability so the register should supply 
evidence of the date. 

The heirs or representatives of a deceased member 
cannot promote the dissolution of a society in order to 
liquidate their liability [sec. 39 (1)]. 

This section seems to refer only to contributions fixed 
by the liquidator [sec. 42 (2) (&)] or to a levy by the society 
to cover bad debts. But, by a curious omission, the reference 
in sec. 42 (2) (b) is to members and past members onlyj, and 
not to the estates of deceased members. Once payment of 
the deceased member^s share or interest is made to the nominee, 
the society must have resort to the heirs, executors or adminis- 
■tratois of the .estate. 

In Greece the period of liability is three years. 

25. Any register or list of members or stares Register of 
kept by any registered society shall be primi facie 
evidence of any of .the' following particulars entered 
therein 

(a) the date at which the name of any person 
was entered in such register or list as a 
member ; 
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(6) the date at which, any such, person ceased 
to be a member. 

Cy. section 40, Indian Companies Act. Note that the 
register is not primd Janie evidence of the names, addresses.. 
occux 3 ations of members and number of shares held. The 
register in fact must be supplemented by independeni" 
evidence to prove that a person named therein is a member 
This register, from the legal aspect, is one of the most im^ 
portant documents a corporate body maintains. It discloses 
the list of persons liable. It is accordingly compulsory 
under most Acts and should have been made obligatory here. 
It must be kept up to date to ensure the satisfactory appli- 
cation of secs. 23, 24, and 42 (b ) ; it must record the effect 
of transfers (sec. 14) and^ of course must, contain the dates 
of the deaths of members (as membership ceases on death). 
Its maintenance should be made compulsory by rule under 
sec. 43 (^) and there should be a rule under sec. 43(^) imposing 
responsibility upon the Committee. CJ. German Act : The 
Committee must maintain a list of members and keep it up 
to date. This register must always be open to inspection 
by members. A copy has to be sent to the Registrar every 
year at whose office, presumably, it is open to inspection. 
The register might suitably have been included in sec. 16 
[See notes to sec. 43 (1)]. 

26. A copy of any entry in a book of a registered 
society regularly kept in the course of business, shall, 
if certified in such manner as may be prescribed by 
the rules, be received, in any suit or legal proceeding, 
as primd faeie evidence of the existence of such 
entry, and shall be admitted as evidence of the 
matters, transactions and accounts therein recorded 
in every case where, and to the same extent as, the 
original entry itself is admissible. 

This almost word for word follows sec. 4, Bankers Books 
Evidence Act (XYIII of 1891). The books include ledger, 
day books, cash books, account books, and all other books, 
used in the ordinary business of a bank. 

Section 5 of the Act runs : no officer of a bank shall in 
any legal proceeding to which the bank is not a party be 
compellable to produce any bankers book, the contents of 
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wilicli can be proved under this Act or to appear as a witness 
to prove the matters . ■ ' . . ' * ' therein recorded unless , by 
order of the Court or a judge (of a High Court) made for 
^peeki cause. The Court under sec. 6 may give liberty to 
.a party to inspect the books. . 

Booh , — See notes to sec. 43 (h). To be a book used in 
the ordinary business of a bank (or as here expressed, regularly 
kept in the course of business) it need not be in use every 
day ; it is sufficient if it be a book^ kept by the banker for 
reference if necessary. In litigation to which the bank 
is not a party, there is power, for special cause, to order the 
production of bank books, the content of which could be 
proved under the Bankers’ Books Evidence Act, It would 
¥ieerri, however, that, short of some recalcitrancy on the 
part of the banker, no such order should be made.^ 

Certified, — See notes to sec. 43 (j). 

To the same extent as the original entry, — C/. sec. 34, 
Evidence Act : Entries in books of account, regularly kept 
in the course of business, are relevant whenever they refer 
to a matter into which the Court has to enquire but such 
statements shall not alone be sufficient evidence to charge 
any person with liability. 

The following sections of the Evidence Act are important 
in this connection. Section 130 : No witness who is not a 
party to a suit shall be compelled to produce his title-deeds 
to any property or any document in virtue of which he holds 
any property as pledgee or mortgagee, .... unless he has 
agreed in writing to produce them .... Section 65: 
Secondary evidence may be given of the existence, condition 
or contents of a documment in the following cases : — 

(/) When the original is a document of which a certified 
copy is permitted by this Act, or by any other law in force 
in British India, to be given in evidence. In case (/) a 
(‘ertified copy of the document but no other kind of 
secondary evidence is admissible. 

In dealing with publicity, it has been shown that deposit 
aceoiiiits, and perhaps loan accounts also, should not be open 
to inspection even by members much less by the public, and 
the above provisions protect these accounts from' being called ' 
iiitO; Court the' request of any malcontent. The whole of 
a society’s books cannot be called into Court as they contain 
aceounts' of;persoiis entirely unconnected'' with the case. For 


^ Paget : Law of BaukiBg. 
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tration of 
Instruments 
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debentures of 
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the books which may be opea to inspection, see notes to 
sec. 43 (1). 

27. Nothing in section 17, sub-section (1), 
.clauses (6) and (e), of the Indian Registration Act, 
1908, shall apply to — 

(1) any instrument relating to shares in a 
registered society, notwithstanding 
that the assets of such society consist 

in whole or in part of immoveable 
property; or 

(2) any debenture^ issued by any such 

society and not creating, declaring^ 
aligning, limiting or extinguishing any 
right, title or interest to or in immove- 
able property except in so far as it 
entitles the holder to the security 
afforded by a registered instrument 
whereby the society has mortgaged^ 
conveyed or otherwise transferred the 
whole or part of its immoveable pro- 
perty or any interest therein to trustees 
upon trust for the benefit of the holders 
of such debentures ; or 

(3) any endorsement upon or transfer of any 
debenture issued by any such society. 

This exemption was not granted under the Act of 1904. 

;f documents shall be registered 

in ^ district 

nn executed on or after the date 

Act S T 1864,_or the Indian Registration 

Act, 1866, or the Indian Registration Act, 1871, or the Indian 
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BegistratioE Act, 1877, or this Act came or comes into force, 
'iiamelj ■ ■ 

(6) other non-testamentary instruments which pur- 
port or operate to create, declare, assign, limit, 
or extinguish, whether in present or in future, 
any right, title or interest, whether vested or 
contingent, of the value of one hundred rupees 
and upwards, to or in immoveable property ; 

(c) non-testamentary instruments which acknowledge 
the receipt of payment of any consideration 
on account of the creation, declaration, assign- 
ment, limitation, or extinction of any such right, 
title or interest. ‘ 

28. The Governor-General in Council, by notifi- • 
cation m the Gazette of India, may, in the case ofl 
remit — society or class of registered society, ^ 

(a) the income-tax payable in respect of the 

profits of the society, or of the dividends 
or other payments received by the 
members of the society on account of 
profits ; 

(b) the stamp-duty with which, under any law 

for the time being in force, instruments 
executed by or on behalf of a registered 
society or by an officer or member and 
relating to the business of such society, 
or any class of such instruments, are 
respectively chargeable ; 

(c) any fee payable under the law of registra- 

tion for the time being in force. 

— Department-Separate Revenue 

lucomc-lax) amended by notification No 579-F 

General m CouncU was pleased to remit the income tex 
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This notification consists of two distinct parts. The 
first relates to the profits. Go-operators in England have 
always maintained that there is no such thing in their trans- 
actions as profits in the commercial sense of the word. They 
^allow a fair interest to capital and regard the remainder 
of the surplus as the result of overcharging their members 
for services rendered, and they return this surplus by way of 
dividend on transactions or a bonus on wages. The Treasury 
finally admitted the argument and Parliament has ratified 
this. But steps have been taken to prevent abuse. Co- 
operators argue that their sole aim is the public good and 
accordingly the public should not be excluded from parti- 
cipation. Co-operators must not make profit from non- 
members and at the same time debar them from membership. 
The section (24) of the Industrial and Provident Societies Act 
accordingly runs : A registered society shall not be charge- 
able under schedules C and D of the Income-Tax Acts unless 
it sells to persons not members thereof and the number 
of shares of the society is limited either by its rules or its 
practice. These provisions were inserted at the instance 
of private traders to ensure that a privileged society did not 
compete with them for the custom of non-members. Where 
the holding of a share is a condition of membership, it follows 
that a society must not place restrictions on the number of 
its shares. The society must be prepared to admit as 
members all who deal with it so that they may join in the 
proportionate return of any surplus made by the society, 
[Hence, the need of rules under sec. 43, p, q and r]. 

The second part of the notification exempting dividends 
or other payments received by the members on account of 
profits seems to be a pure act of grace on the part of Govern- 
ment. The movement, however, deals almost entirely mth 
persons of limited means whose income is not likely to be 
assessable so that the cost to Government must he trifling. 
In England such profits are liable to assessment. The 
Government of India did not intend that exemption should 
be permanent. It was feared that a general exemption of 
Co-operative Societies from Government dues might lead 
to^ the establishment of money-lending businesses under 
this ^ise ; it was accordingly confined to societies which 
submitted to registration and power was taken under sec. 46 
to withdraw this exemption from any registered society. 

The exemption does not extend to interest on deposits 
bat the society must not give to Income-Tax assessors any 
details of its depositors. 
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Interest on securities held by Co-operative Societies is 
not exempt from income-tax if it is within the taxable limit 
(Sec. 32-C, Civil Account Code). ’ In England such interest 
is exempt. 

The society is in a strong position, for, as the profits 
belong to the members, an attempt to levy tax would be 
defeated by an adjustment of prices (of goods sold) or interest 
(on loans) which would destroy the profit and leave no 
taxable surplus and the members would retain all the income 
they obtain at present^ .... also as 95 per cent, of the 
members (in England) have no taxable income they could 
recover any tax deducted. Profit is the result of a bargain 
between buyer and seller, here buyer and seller are the 
same.® 

(b) Stamp-duty . — By notification No. 683-F., dated 28th 

December, 1912 (Finance Department — Separate Revenue 

Stamp), as amended by notification No. 579-F., dated 2nd 
June, 1913 (striking out the word “ credit ”), the Governor- 
General in Council has remitted the stamp-duty with which 
under any law for the time being in force, instruments exe- 
cuted by or on behalf of any Co-operative Society for the 
time being registered under this Act, or instruments executed 
by an officer or member of any such society and relating 
to the business of the society are respectively chargeable. 

This does not apparently exempt an award of arbi- 
trators® filed in Court on which a stamp which may amount 
to five rupees is due under Art. 12, Schedule I, Stamp Act 
or receipts by non-members for interest, etc., paid on 
deposits in the society or bonds for loans illegally given 
to non-members. Nor does it apply to a bond given by a 
member and signed by a non-member as surety. R 
applies to the one anna duty on proxies. 

Similar exemptions are granted in other countries. 

In England the exemption is confined to co-operative 
societies, such as those of agricultural credit, which have 
a rule prohibiting any division of profits amongst their 
members. 

(c) RecjistmUon.—Th% Government of India and Local 
Governments have sanctioned remission of all fees payable 


^ Tetiow : Co-operative Aiidit-ing, p, 8. 

2 lUd, p. 8. 

3 Stich awards have been specially exempcea in Bombay and 
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by or on behalf of any registered Co-operative Societies and 
ali fees payable in respect of any instrument executed by any 
officer or member of such a society and relating to the busi- 
ness thereof. The Committee on Co-operation have re- 
commended that where these fees would otherwise form 
part of the remuneration of the registering officers these latter 
should receive compensation for this loss of income. 

In addition to the privileges abovementioned, Goyem- 
ment has in secs. 18 and 48 bestowed upon registered societies, 
the benefits of incorporation and exempted them from the 
many fees levied on corporations under the Indian Companies 
Act. This is a very substantial privilege and taken in 
conjunction with the others, it has the effect of laying upon 
societies the responsibility of adhering strictly to principles.. 
The whole idea of the movement is service for the mutual 
benefit without profit and it is because profit-making is not 
an object of societies that Government can remit yarious> 
dues without unduly favouring them against companies and 
private traders. It becomes very important then that 
societies should not compete with these latter for the custom 
of non-members*^ They have a right to insist that transac- 
tions with non-members should be prohibited (c/., secs. 29^ 
30 and 31). As the movement spreads to other business 
than credit, the need for restraint will increase. Co-operation 
stands for fair play all round and for a specially privileged 
society to compete with a private trader, paying all legal 
taxes, for the profits derived from custom of non-members, 
would not be fair play at all. Privileges involve duties.^ 

As Mr. Brabrook points out these privileges are actual 
endowments by the State. They afford added reason for 
State control over the disposal of profi,t and dividend. 

In some countries further concessions are granted. In 
some parts of Italy agricultural banks are entitled to gratu- 
itous legal assistance (Monographs, ii, p. 131). In Greece Co- 
operative Societies enjoy free postal and telegraph facilities 
for their correspondence with the public authorities. In 
Finland and Austria all cereals for the army used to be 
purchased from Co-operative Societies* In Hungary 
the department of agriculture gives to co-operative wheat 


^ la most conatries the law recognizes that exemption from taxation 
and similar privileges, given on the ground that a co-operative body is- 
a:non -profit making institution, oan only be allowed in so far as no busi.aesa. 
is done with non-members and the share list is always open [Co-operation 
for Farmers. Smith Gordon, p. 76]. 
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storehouses aid to the extent of five-sixths of the expenses 
of building and initial establishment (Monograph, ii, p. 83). 
In Connecticut, U. S. A., mortgages on real estate are free 
from both state and local taxes, “an arrangement which 
iriure.s to the general advant.age of borrowers.’' (American 
Evidence, p. 15). 

Property and funds of registered societies. 

29. (1) A registered society shall not make a 
loan to any person other than a member : 

Provided that with the general or special sanc- 
tion of the Registrar, a registered society may make 
loans to another registered society. 

(2) Save with the sanction of the Registrar, a 
society with unlimited liability shall not lend money 
on the security of moveable property. 

(3) The Local Government may, by general or 
special order, prohibit or restrict the lending of 
money on mortgage of immoveable property by any 
registered society or class of registered societies. 

On the general subject of loans, see notes to sec. 43 (o). 

The word “ loan ” here includes loans in kind {e.g., grain) 
as well as in cash. In Italy the law enacts that loans shall 
always be paid over in cash. 

Even in regard to such an elemental principle as this 
it would appear that the practice varies. Talking of French 
Credit Societies Herrick (Rural Credits, p. 340) says “the 
law does not restrict the local societies to lending to members- 
only ; they may lend to any farmer who needs money for 
an agricultural purpose, but pnly the paper of a member 
may be discounted at the Regional bank.” The Italian 
People’s Banks “ even extend credit to non-members who 
are in need and worthy of their help. The larger banks, 
all have special funds for this benevolence {iUd, p. 352). 
The Austrian Credit Societies lend to members only {ibid, 
p. 376). In Roumania about one third of the loans are 
granted to non-members (p. 405). Mr. Wolfi says ‘ As a 
general rule lending must be confined to members .... It 
would not, however, do to press such limitation unduly, 
in view of this not unlikely occurrence. The bank may 
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iiave iBore money on hand than it knows how to employ 
in loans to members. Under such circumstances it ought 
to be permissible to place some of the surplus money^ in an 
-exceptional way, in the shape of loans even to non-member 
institutions or capitalists of undoubted solvency. The 
ordinary current loan business should be confined to members 
■only/ 1 

Member . — See definition, sec. 2 (c) and sec. 5 and notes 
thereunder. Note also that the object of the society must 
be the promotion of the interests of the members only. 
A loan issued by the committee to non-members may be 
recovered from them as they are personally responsible for 
all loss sustained by their illegal acts. 

Loans having as their sole object the investment of funds 
are not aSected by this prohibition ; it does not, for instance, 
/serve to prevent a society making a deposit in any mode 
permitted by sec. B2. While the sanction of the Registrar 
is required for a loan to another registered society, it is not 
required to a deposit in such society [<?/. sec. 32 (1) c]. 

In Germany the consent of the Board of Supervision is 
necessary for any loan granted to a member of the committee 
■and generally such loans are prohibited in the by-laws. As 
already pointed out in the notes to sec. 4, the unlimited 
liability of members is protected by this prohibition. 

“ Immoveable property ’’ shall include land, benefits to 
arise out of land, and things attacned to the earth, or perma- 
nently fastened to anything attached to the earth. (General 
Clauses Act, sec. 3, cl. 25.) 

Moveable property^' shall mean property of every 
description except immoveable property {ibid, cl. 34). 

Clause (2) is the result of much controversy. The 
question as to whether a society's operations should include 
pawn-broking was carefully discussed between 1900 and 1904. 
The original bill provided that a rural society should not 
fend money on the security of moveable property except on 
agriculture produce, being the property of the member to 
whom the loan was made. The Government of India Reso- 
lution of 29th April, 1904, stated the case as follows : — 

No provisions of the original bill were more severely 
criticized by some, or more stoutly supported by others, than 
those which related to loans upon the security of jewellery 


^ '-Co-opers^fei^e Credit for the U. S., p. 47. 
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and upon the mortgage of land. It had been proposed to 
prohibit rural societies from advancing money against jewels,, 
on the ground that the basis upon which these societies should 
work was not material security, but the credit which arose 
from the individual character and substance of their members. 
It was pointed out in reply that, while personal credit wag. 
undoubtedly the basis of their transactions, such things as. 
jewels might properly be received as collateral security, that- 
the custom of the country is to regard jewellery as available 
for this purpose, and that if a member is debarred from 
utilising his material credit to the full in borrowing from his. 
society, there will be a danger of his using it to borrow from 
the money-lender. After full consideration of the question 
it was decided that while there are practical difficulties in 
connection with the custody and valuation of jewellery which 
might be formidable in the case of some village societies,, 
it would be ’well to make distinctions. When a rural society 
is located in a town or large village with silversmiths available, 
with a ready market at hand, and with members and officers 
of intelligence, it may safely be trusted to conduct transac- 
tions which might be dangerous in the case of a more strictly 
rustic association. Power has, therefore, been given to the 
Registrar to allow any society, which he thinks can safely 
be trusted, to advance money upon jewellery ; and he will 
be able to feel his way in the matter.^ 

There is one form of moveable property which should 
never be accepted as security and that is the member's own 
shares.^ The society already holds a general lien on them 
(sec. 20), so it is absurd to A'dd a special one. Share capital 
is really the security for the depositors and not for share- 
holders. A man who owes his society the full value of his 
shares is a shareholder only in name, and if the society be 
wound up, so much of the loan may be dead loss. To accept 
its own shares as security is to accept its own capital (q/. Com- 
mittee’s Report, para. *67). 


Credit societies have been tempted to assist members to acquire- 
pnali holdings on real-estate mortgages and have invested their surpluses 
m such securities. Serious consequences have resulted from this practice, 
.... bitter experience is gradually teaching co-operators to let reiJ 
estate mortgages alone.” (Herrick, p. 468.) 

WolS (Ca-operatioii in India, p, 166) objects that in hardly anv 
case does pledge credit educate. ‘ 

^ ^ The Bombay rules expressly forbid this : ‘‘ The shares of th- 
10 ^^ loau"^^ hypothecated to that society by its members as security 
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' Clause 3 has I'eference to the distinction between short 
term credit societies and long term, mortgage' or land banks. 
The Government of India ' Resolution ' stated ■ the case as^ 
follows';-: — ■ ■ 

■ The question of mortgage was still more di fficult . Almost 
ail the considerations upon either side which have been 
referred to in the preceding paragraph apply here also, with 
the addition of others of still greater importance. On the 
one hand, one of the methods in which an involved cultivator 
can most effectively be assisted is by enabling him to sub- 
stitute a mortgage upon reasonable for one upon exorbitant 
terms ; and a member who is refused the credit to which his 
property in land fairly entitles him, merely because he is not 
allowed to hypothecate it to the society, may be driven to 
the money-lender for a loan which, bad it not been for the 
prohibition, he might have taken from the society with ad- 
vantage to both parties. On the other hand, it is exceedingly 
inadvisable that these societies should be allowed to lock up 
their limited capital in a form in which it is not readily avail- 
able ; their most useful form of business will probably be 
small loans for short periods with prompt recoveries ; and 
it is above all things desirable that they should keep out of 
the law courts. The final conclusion was that loans upon 
mortgage should be allowed in the first instance ; but that 
the Local Government should have power to prohibit or 
restrict them, either generally ox in any particular case, if 
it is 'found that interference is necessary. The matter is 
■one which should be very carefully watched. ' 

In India, mortgages on land are restricted in some pro- 
vinces and, hence special legislation would be required were 
•such ■ loans to become common. . Mr. ; Wolff, writes that 
mortgage credit is, for banks of the order here spoken of, by 
'Common consent placed on the taboo . .. .... .- The reasons 

why mortgage credit is not suitable for co-operatve credit 
institutions of the, type here spoken of are that it locks up 
money' for a long, it may be an indefinite, time ; and that the 
security given, if it should have to be seized, would be likely 
to prove a veritable white elephant. The co-operative credit 
bank relies for its funds upon withdrawable deposits and 
bankers’ advances. These things will not bear the strain 

of mortgage loans You must have long term 

funds, debentures or land bonds, running for just so long 
^s the loan runs. 

The principles of co-operation do not conflict with long 
term mortgage loans provided the money is devoted to 
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productive purposes but it is better to work on personal in 
preference to material security. The first conference (1906) 
considered that when banks desired to lend on mortgage it 
would be a mistake to discourage them from doing so. The 
Committee on Co-operation (para. 66) held that there is 
nothing unco-operative in the hypothecation of immoveable 
property so long as it is recognised that personal security 
must be given and that the borrower’s property is only a 
secondary or collateral protection. This must be taken in 
addition to the instruments executed by the borrower and 
his surety, and not in place of them ; and the society should 
proceed in case of default against the sureties before taking 
action against the property. The chief objections are that 
there is difficulty in realizing on such security and there is a 
tendency for loans so secured to be long, so that the capital 
of the bank so invested becomes dead. 

The above remarks refer to mortgage security in ordinary 
village societies, the original bill prohibited this and the 
present Act provides for restriction and prohibition ; the 
Committee insist that personal sureties must be produced as 
well and general banking practice regards as dangerous any 
long term loans not covered by long term deposits. Such 
transactions must be the exception. These objections do not 
apply to special mortgage banks. The Committee, felt that 
the establishment of well-conceived and well-administered 
mortgage associations or banks at the instance of the landed 
gentry of the country with the help of Government would be 
a measure of great value not only to the proprietors 
themselves, but also to the Government. 

They might have added that the existence of well- 
managed long term mortgage banks would help the small 
village society to confine its activities to short term loans. 

30. A registered society shall receive deposits 
and loans from persons who are not members only to fng 
such extent and under such conditions as may be 
prescribed by the rules or by-laws. 

Under the former Act, section 9 ran : A society may 
receive deposits from members without restriction, but it 
may borrow from persons who are not members only to such 
■extent and under such conditions as may be provided by 
its by-laws or by rules made under this Act. 
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Mr. Wolff described this restriction as unwise as what 
is wanted at the outset is other people/s money ; the credit 
sought is from outside. The present section is not open to 
Mr. Wolff’s objections. The restriction is necessary in the 
interest of thrift for, as already remarked the savings of 
members must be accepted in preference to deposits from 
non-members. This section also enables the members to 
fix a limit in their by-laws to their unlimited liability. 

This section only refers to non-members. Deposits and 
loans from these cannot be received unless this is specially 
provided for by rule or in the by-laws. [Cf. sec. 43 (2) (c).} 

It was supposed that men of light and leading, and still 
more important, perhaps, the men of substance, the necessity 
for whose aid and sympathy was fully recognized, would 
assist the societies from outside, since they would have 
nothing to gain by membership, as they would not desire to 
borrow. On the one hand, it is obviously desirable to have 
power to restrict the influence of non-members exerted 
through deposits, on the other, the very essence of these 
societies is to utilize their combined credit for the purpose 
of borrowing (Government of India Eesolution). 

The third conference held that it was impossible to fix 
any proportion of the assets of a society up to which borrowing 
might be allowed and it was impossible to lay down principles 
of general application. The conference also held that it is 
always best to attract local capital, and they desired to 
emphasise the importance of societies attracting the deposits 
of members and local non-members. The presence of local 
deposits ensures interest in the proper working of a society. 
However, in Burmah, there was a rule restricting gross 
liabilities to non-members to a sum not exceeding Ks. 40 
per member, 

Mr. English, i.c.s., has pointed out that this section 
could be used to penalise badly managed societies as the 
Registrar could curtail the amount to be borrowed. Rules 
may be made under sec. 43 (e). It would appear that the 
Local Governments might suitably under sec. 43 (3) delegate 
power to the Registrar to make rules under this section. 

This section applies to Gentral Banks whose gross liabili- 
ties should not exceed eight times their capital plus reserve 
fund. A deposit ordinarily is money lodged in a bank for 
safety or convenience ; here it consists of money offered to 
a society at its fixed rates; while a loan is secured by a society 
on the lender’s terms when it cannot get enough deposits. 
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Tlie sactioB seems to have direct reference to the English 
law on the subject. Prior to 1898, a Friendly Society could 
not receive a deposit from non-members. Sir Horace Plunkett 
in order to facilitate the establishment of Co-operative 
Societies in Ireland, secured an amendment conferring upon 
them tie power to borrow and to receive deposits from any 
person, whether members or not. This power is expressly 
limited to societies which by rule provide that no part of 
the funds shall be divided by way of profits, bonus, dividend 
or otherwise among the members and that all money lent to 
members shall be applied to such purpose as the society or 
its committee of management may approve [The Societies 
Borrowing Pow-ers Act, 1898]. The condition that certain 
societies should not be allowed to distribute profit or dividend 
so long as they are dependent on deposits from non-members 
ics one that might be imposed in India, 

In Hungary the Central Credit Society has a decisive 
voice in permitting or prohibiting a co-operative society 
borrowing from a third party. Its own loans to primary 
societies do not usually exceed three times the amount of 
their share-capital (Monograph). The control of a central 
financing institution will probably prove more acceptable 
than tie best-intentioned rule of a Local Government. 

3i Save as provided in sections 29 and 30, tte Restrictions 
transactions of a registered society witli trauSctioas ' 

other than members shall be subject to such prohi- with noa- 
bitions and restrictions, if any, as the Local Govern- 
ment may, by rules, prescribe. 


See section 43 (1). 

The transactions of credit societies are dealt with by 
aec. 29 (1). So that this section refers to transactions other 
than credit. The general rule is that there should be no 
transactions with non-members except for the benefit of 
laembeis.^ A credit society may borrow from non-members' 
but may not lend to them, a stores society may purchase 

^ Herrick, p. 248. A co-operative society must of necessity 
in some circumstances deal with outsiders, but its benefits and advantages 

are all confined to members The co-operative society excludes- the " 

public whenever It is possible to do so, and conducts its operations -as 
On a common account for the mutual benefit of members alone/* Also 
p. 440, writing of Quebec, “ all the benefits of the association must be 
tontoed to members/* 
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from but may not sell to them, while a sale society may sell 
to but may not purchase from them. The co-operative idea, 
as Sir F. Nicholson points out, connotes membership and no 
departure from it should be allowed. Societies are asso- 
ciations for self-help and they have no duties to help others 
and the law does not empower any one to impose such obli- 
gations upon them. Transactions with non-members may 
be prohibited or restricted ; they cannot be ordered to be 
undertaken. The Committee on Co-operation did not think 
it possible to lay down any general rule but considered that 
as far as possible such dealing with non-members should be 
avoided. They would not press this rule in cases where the 
operations of a society, if confined to its own members, would 
be so restricted that it could not be managed with any prospect 
of profit or economy. 

For instance, agricultural implements may be sold at 
wholesale rates only in lots of 25, whereas the members of a 
society may only require 20 or 22, in such a case the society 
would be justified in disposing of the balance to non-members, 
Mr. Wolff referring to supply societies writes that observance 
of the wholesome canon that no business is to be entered 
into with non-members is likely soon to serve as a magnet 

to attract more members There has been no 

more effective recruiting officer for German Agricultural 
Co-operation than the legal prohibition of dealing with non- 
members. 

On the other hand it would seem that in England and 
Italy, transactions with non-members are a useful means 
of attracting them to become members. If a man deals with 
a co-operative store and receives no dividend or a less dividend 
than is paid to members, he inclines to become a member. 
The merits and demerits of transactions with non-members 
form a theme for endless discussion. The possession of 
valuable privileges renders societies open to restrictions 
imposed at the instance of private traders or by Government* 

In the former German Act, Distributive Societies may 
only sell goods in the ordinary course of business to members 
or their representatives. But in 1896, the Act was amended 
to remove this limitation for Agricultural Distributive 
Societies which, without beeping an open shop, deal in goods 
which from their nature are exclusively for use in agricultural 
operations. But Mr. Cahill says: (p. 170), that dealings are 
not encouraged by the societies, as new members are not 
likely to be attracted, if the advantages of membershipi 
without its duties, are thus obtainable. When societies have 
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a surplus of stock, having obtained more than their members 
ordered or bought, they often dispose of it to non-members. 
Similarly the Italians permit of sale of It ral imple- 

ments, etc., to non-members. In the Irish Dairy Societies, 
a farmer must join within three months of his commencing 
to supply milk, or the Committee may exclude him from 
dealing with the dairy. 

The Argentine Government proposed to limit the advan- 
tages of the Co-operative Societies Act to co-operative 
distributive societies in which the sale is limited to members 
only. In Hungary the co-operative distributive societies 
sell to non-members also, and this has occasioned much 
protestation from the shopkeepers (although the societies are 
not exempted from taxes and duties) (Monograph). The 
House of Lords Committee on the Thrift and Credits Bill 
in recommending that credit banks should be empowered 
to carry on, jointly with their banking business, a co-operative 
trading business, added '' the trading of such bank should 
be confined to its own members.” In Italy, societies for 
manufacturing manures sell freely to non-members. 

This prohibition against transactions with non-members 
, is based ppon two considerations. First Co-operative Socie- 
ties are associations for mutual help amongst members. 
They render the best possible service at the lowest possible 
rate and make no commercial profit. Any surplus is to be 
returned to the meuibers either as a bonus upon their trans- 
actions or as an addition to the society's reserve fund. If 
a society regularly deals with non-members, it makes a 
commercial profit out of them and opens a door to greed for 
dividends. It lays itself open to assessment to Income-Tax 
and to loss of its privileges (q/. notes to sec. 28). Secondly, 
co-operation stands for fair play, all round. It is open to 
any body of men to associate together to improve their 
economic position by legitimate means, but if they compete 
with private traders they lose their right to special privileges. 
The private traders have a right to insist that Co-operative 
Societies must not compete with them for the custom of 
non-members. 

^ In order to ensure that no hardship upon non-members 
IS inflicted by this prohibition, it is incumbent upon Co- 
operative Societies to be open to all qualified for membership 
[qf. notes to sec. 6, 28 and 43 (q).] 

^ The right or interest of a non-member to deal with a 
Co-operative Society does not exist ; but where such dealings 
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me permitted a problem arises as to wbether Eon-members 
should share in the patronage dividend. In the U. S. A 
twelve co-operative laws state that non-members shall or 
may receive patronage dividends, and several of these specify 
that the rate to non-members shall be one-half the rate 
paid to members. 

The question was discussed at the fourth conference of 
Registrars (1909). 

On no account whatsoever should credit be given to a 
non-member. English Co-operative Societies bar credit and 
the rule of compulsory arbitration does not apply to debts 
owed by non-members. 

■ 32. (1) A registered society may invest": or ' 

(а) in the Government Savings Bank, or 

(б) in any of the securities specified in section 

20 of the Indian Trusts Act, 1882, or 

(c) in the shares or on the security of any other 

registered society, or 

(d) with any bank or person carrying on the 

business of banking, approved for this 

purpose by the Registrar, or 

{e) in any other mode permitted by the rules. 

(2) Any investments or deposits made before the 
commencement of this Act which would have been 
valid if this Act had been in force are hereby ratified 
and confirmed. 

This section is permissive. 

Invest : convert into some other form of wealth usually 
of a more or less permanent nature. (Century Dictionary). 

Funds : the stock or accumulation of money or other 
form of wealth available for the purpose. 

This section refers to funds not immediately required 
in the business of the society and not merely to the reserve 
fund. [See notes to sec. 29 (1) and the distinction between 
a loan and a deposit]. The section is permissive, so a primary 
society is not debarred from using its reserve fund in its 
own business. 
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The society has a right to invest its funds in any of the 
igecurities referred to in clauses (a) to (d). Clause (e) 
expressly excludes the previous clauses, so that the rules 
cannot take away this right or limit the society's choice. 

(a) Government Savings Bank, — Co-operative Societies 
accounts are considered as public accounts. The following 
concessions have been granted : — 

(1) Societies may withdraw sums up to Rs. 3,000 

from their accounts on three days’ notice and 
up to Rs. 10,000 on ten day’s notice at all Post 
OfiSces situated at District Headquarters or 
at taluka headquarters, where there is also a 
telegraph office. 

(2) Societies may withdraw sums up to Rs. 3,000 on 

ten days/ notice from all other Post Offices. 

m Section 20 q/ the Indian Trusts Act, 1882, allows 
investments in the following : — 

(a) in promissory notes, debentures, stock or other 

securities of the Government of India, or of 
the United Kingdom of Great Britain and 
Ireland ; 

(b) in bonds, debentures and annuities charged by 

the Imperial Parliament on the revenues of 
India ; 

(c) in stock or debentures of, or shares in, Railway or 

other Companies, the interest whereon shall 
have been guaranteed by the Secretary of State 
for India in Council ; or in debentures of the 
Bombay Central Co-operative Bank, Limited, 
the interest whereon shall have been guaranteed 
by the Secretary of State for India in Council 

(d) in debentures or other securities for money issued 

under the authority of any Act of a Legislature 
established in British India, by or on behalf 
of any municipal body, port trust or city 
improvement trust in any Presidency town, 
or in Rangoon town, or by or on behalf of the 
trustees of the port of Karachi ; 

(e) on a first mortgage of immoveable property situate 

in British India : Provided that the property 
is not a leasehold for a term of years and that 


s Added hj Act 21 of 1917. 
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the value of the property exceeds by one-third 
or, if consisting of buildings, exceeds by one- 
half, the mortgage -money ; or 

(J) on any other security expressly authorized by the 
instrument of trust, or by any rule which the 
High Court may from time to time prescribe 
in this behalf. 

(c) /n . . . . any other registered society , — The Com- 
mittee on co-operation object to primary societies depositing 
their reserve funds in Central Banks but advocate the deposit 
of their surplus funds in them. 

The Industrial and Provident Societies Act (sec. 38) 
expressly adds : provided that no such investment be made 
in the shares of any society or company other than one 
with limited liability. This should be the rule in India 
(c/ section 4, proviso. 2,). Some laws rightly impose a 
limit on the amount that may be so invested, and name the 
majority in a general meeting required to authorise such an 
investment. 

(d) The House of Lords Committee on the Thrift and 
Credit Bill recommended that thrift and credit banks should 
be empowered to deposit their surplus in a local joint-stock 
bank if they so desire. 

(e) In any other mode, e.g., in the erection of offices, 
and purchase of land therefor ; but not in the shares of any 
Company to which any reserve liability attaches. It must 
not be deposited on personal security as this would 
approach an evasion of sec. 29 (1). 

The Act, does not prescribe the authority which ro.ay 
sanction the investments, the Committee or majority at a 
general meeting. Rules may be framed under sec. 43 (39). 

For convenience of reference it may be mentioned here 
that societies are permitted to keep their funds in a strong 
box in the Government Treasury. 

33. No part of the funds of a registered society 
shall be divided by way of bonus or dividend or 
otherwise among its members : 

Provided that after at least one-fourth of the net 
profits in any year have been carried to a reserve 
fund, payments from the remainder of such profits 
and from any profits of past years available for 
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distribution may be made among the members to sucia 
extent and under sucb conditions as may be pres- 
cribed by the rules or by-laws : 

Provided also that in the case of a society with 
unlimited liability, no distribution of profits shall be 
made without the general or special order of the 
Local Government in this behalf. 

In a Co-operative Credit Society on the Raiffeisen 
model all profits go to an indivisible reserve ; this reserve 
on liquidation, is not divided amongst the members but is 
devoted to some object of public utility or it may be kept 
in deposit until a new society is started in the same area. 

In stores societies on the Rochdale plan, the profits 
(after allowing for reserve) are distributed amongst the mem- 
bers as a dividend on the amount of transactions. This is 
distribution on a patronage basis. The main principle is 
clear and such confusion as there is, arises for the use of 
the words ‘^profits’’ and dividend.’" Co-operation aims 
at rendering services to the member at the actual cost of 
those services. Ordinary business caution requires that 
some provision should be made for unforeseen contingencies 
and accordingly members are usually called upon to pay 
more than is necessary. The resulting surplus belongs to 
the members in the proportion in which they have contributed 
to it. In stores (distributive societies) this surplus is accord- 
ingly returned as a rebate on purchases. In sale societies, 
it is refunded on goods sent for sale. In actual practice it 
has, in England, been found expedient to sell at market- 
rates and to return the benefit arising from co-operative 
purchase in the form of a bonus or rebate, commonly referred 
to as dividend. This aggregate rebate cannot accurately 
be called profits, as it would be absurd to suggest that the 
members in their corporate capacity were trying to get the 
better of themselves in their individual capacity.^ Un- 
fortunately many people fail to realise that the aim of co- 
operation is that all should share in the benefits in proportion 
to the support given by each to the enterprise ; and accord- 
ingly it becomes advisable that co-operative laws should 
make obligatory a truly co-operative method of distributing 
the earnings. There are four points to be provided for : — * 
the payment of interest on capital, the setting aside of a 


Ofn Rural Beconstmctioa ia Irelaad, p, 100. 
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reserve fund, the .provision of an educational fund aiid tlie 
distribution of profits in the form of patronage dividejids. 

In England, five per cent, was for long regarded as a 
fair rate of interest. In America, various States iia%“e fixed 
maxima, varying from five to ten per cent. Whatever su.n.i 
be fixed, it represents all that co-operation allows to capital. 
It seems desirable to include a reference to this in thh Act. 
The proportion to be set aside for reserve varies in difEerent 
countries, and must vary according to the nature oi the 
business done. The twm English Acts do not prescribe any 
reserve fund at all ; but there it is generally recognised that 
the fundamental obligations of business make a provision for 
reserve necessary.^ The proportion of twenty-five per cent, 
in this section seems too high for distributive societies and 
it has been proposed to amend the Act so as to allow Local 
Governments to prescribe a lower proportion for these. 

The New York State Law relating to productive Co- 
operative Societies prescribes that profits shall be devoted, 
firstly^ to payment of a dividend not exceeding six per cent, 
on capital stock ; secondly^ ten per cent, to reserve ; thirdly^ 
five per cent, to an educational fund to be used in teaching 
co-operation ; the balance is divided amongst members on 
transactions (non-members get half rate). 

This section is not very clearly worded. 

In societies with unlimited liability, no distributioa of 
profits shall be made, without the permission of the Local 
Government. This general prohibition accords with Raiffei- 
sen’s object of creating capital where none existed before. 
The annual surplus was to be accumulated steadily until the 
fund was sufficient for working capital ; thereafter the profits 
were to be devoted to objects of public utility for the general 
benefit of the members. In Europe, societies which have- no 
shares pay no dividends,^ and this was the original kw in 
India. With the development of societies with shares and 
unlimited liability, there came a demand for dividends on 
shares and it was left to Local Governments to deal with 
this.3 The general rule is to withhold permission until 


^ Gj. Tetlow, p. 176. 

* Herrick, p. 463. 

s SirR. €arlye introdacmg tke new Act of 1012 said (Ray, p. 281) s 
—It will, I tkink, generally be recognised that the inclusion of prorlsion 
for the dmsion of profits to the members of unlimited liability societieB 
tends to bring in influenees dangerous to the true co-operative spirit. We 
must, however, accept facts, and not insist on pushing too far oiif co- 
-operative idealism. :: . 


137 


33.]' FBOPEETY AND FUNBS/OF BEaB. SOCIETY. 

the society is full ten years; oM after that, the rules vary. 
In the English Societies’ Borrowing Powers Act, Societies 
accepting deposits from non-members should not divide 
any part of the funds by way of bonus or dividend. The 
desirability of placing all profits to reserve against the 
possibility of loss to any depositor is so clear, that it need 
not be discussed further. There thus emerge two important 
principles which should be embodied in the Act. 

In societies with unlimited liability and without shares, 
no division of profits amongst the members should be 
allowed. 

In societies with unlimited liability and with shares, no 
division of profits should be allowed so long as there are 
any deposits from non-members. 

Where the liability is limited, the law should prescribe 
that out of the annual profits, a dividend on shares may be 
allowed not exceeding (by one or two per cent. ?) the ordinary 
interest rate paid by the society, a proportion must be put 
to reserve until the capital owned by the society is sufficient 
for its needs, and the balance may be distributed to members 
in proportion to their transactions with the society. 

It seems to be doubtful whether this section would 
permit a store society to distribute a “ dividend ” on transac- 
tions more frequently than once a year. An amendment 
seems desirable to make it clear that this can be done. 

Rules may be made under sec. 43 (p) and (r). It is 
extremely important that the method of division of funds 
by way of profit should be strictly defined, as any mistake 
may lead to disputes. 

A few more points deserve notice. 

The first paragraph of this section is the ground for 
remission of Income-Tax. There are no profits in the ordinary 
commercial sense to assess. It also seems to prohibit a 
pturn of share-capital (except on liquidation). Further 
it is to be noticed that the reserve fund becomes divisible 
as soon as registration is cancelled so that any design to 
preserve the fund for future societies, etc., must be clearly 
embodied in the rules. 

The Act itself does not permit of any division of profits 
in cash. In limited liability societies, division in cash may 
be provided for in the rules or by-laws ; in unlimited liability 
societies, no division in cash may be made unless sanctioned 
by general or special order of the Local Government. 
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34. Any registered society may, witH, the sanc- 
tion of the Eegistrar, after one^fourth of the net 
profits in any year has been carried to a reserve 
fund, contribute an amount not ezceeding ten per 
cent, of the remaining net profits to any charitable 
purpose, as defined in section 2 of the Charitable 
Endowments Act, 1890, 

The definition is as follows : — 

Sec. 2. In this Act charitable purpose ’’ includes relief 
of the poor, education, medical relief, and the advancement 
of any other object of general public utility, but does not 
include a purpose which relates exclusively to religious 
teaching or worship. 

It has been suggested that the maximum might now 
suitably be raised from ten to fifty per cent.; most 
co-operators would be in favour of an increase to twenty-five 
per cent. 

The question whether an Industrial and Provident 
Society could devote any part of its funds to education was 
fought out at great length in England. The Rochdale 
Pioneers insisted on provision for this being made in their 
rules and the Registrar refused to register them. As the 
result of a long struggle the right was conceded by Parliament. 
Mr. Brabrook writes : From the earliest formation of co- 
operative stores, it has been made a feature of the scheme 
that some of the profits should be applied to educational 
purposes. This . . . . . ... embodies the idea of self- 
improvement and self-help, which is fundamental to the 
movement. The educational work of the movement may 
be divided into three branches : education in the principles 
and methods of co-operation, provision for- the acquisition 
of knowledge on general subjects, and arrangements for 
recreation and pleasure . . ... . , From the very first 
the education of the citizen has been the aim of co-opera- 
tors, and it is rather in such moral aims than in any 
specialization of method that the idea of true co-operation 
consists. 

In some countries, a contribution to some educational 
or^ charitable purpose is compulsory. For instance the 
Wisconsin' (U. S. A.) law enacts that after paying six per 
cent, on stock (shares) and ten per cent, to reserve, the 
directors shall set aside five per cent, of the net profits for 
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an education fund to be used in teaching co-operation.^ 

Nine American State laws make an education fund 
compulsory, eleven require a by-law on the subject. 

Inspection of Affairs, 

35. (1) The Eegistrar may of his own motion inquiry by 
and shall on the request of the Collector, or on the 
application of a majority of the committee, or of 
not less than one-third of the members, hold an 
inquiry or direct some person authorized by him by 
order in writing in this behalf to hold an inquiry 
into the constitution, working and financial condition 
of a registered society. 

(2) All officers and members of the society shall 
furnish such information in regard to the affairs of 
the society as the Eegistrar or the person authorized 
by the Eegistrar may require. 

Of, Indian Companies Act, secs. 137, 138, and 140. 

Under these sections, the Registrar may call for such informa- 
tion or explanation as he may consider necessary in order 
that documents submitted to him may afford full particulars 
of matters to which they relate. The company is bound 
to supply the information under a penalty, and the informa- 
tion is open to public inspection. If the information discloses 
an unsatisfactory state of affairs, the Registrar may report 
to the Local Government, which is empowered to appoint 
a competent inspector to make an investigation. Such an 
investigation may also be ordered on the application of the 
holders of one-fifth (Banking Company) or of one-tenth 
(any other company) of the shares. 

The Industrial and Provident Societies Act (sec. 18) 
sensibly limits the applicants to members "each of whom 
has been a member of the society for not less than twelve 
months immediately preceding the date of the application/ 

But ten members can apply. The Friendly Societies Act 
requires only one-fifth of the whole number of members ; 
they must show good reason, and give evidence that they 
are not actuated by malicious motives. They may be 
required to give security for costs. •, 


I Powell, 45. 
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The Inspecting Officer may require the production of 
ail or any of the books of the society and in England he may 
examine on oath any officer, member, agent, or servant of 
the society in relation to its business. [Cf, sec. 4 (a) Oaths 
Act : ail persons having by law or consent of parties authority 
to receive evidence may administer oaths and affirmations 
. . .... ]. 

Clause 2. — Failure to produce or wilfully neglecting or 
refusing to furnish any information so required is an c fcence 
under the English Act and, in the case of companies, under 
the Indian Companies Act [sec. 140, cl. (3)]. In airiending 
the Act, a third clause should be inserted : The result of 
any enquiry under this section shall be commuiiicatecl 
to the Society ; and a fourth : An inspector appointed 
under this section may require the production of all oi any 
of the books and documents of the society. (See Friendly 
Societies Act). 

In England, the Registrar has no authority to interfere 
with the internal working of societies unless the members 
themselves (as in this section) call upon him to do so. It 
is very important that there should be ensured to the members 
some method of ascertaining what are the contracts, into 
which their society has entered, how their Committee are 
carrying on the business and what is the financial condition 
of the concern. This right to an enquiry is important for 
the maintenance of the principle of equitable association. 
It gives a minority of the members the right to learn what is 
being done by the Committee elected by the majority. As 
Mr. Wolfi points out, auditing, however skilled, is not inspeC" 
tion. It has regard to actuarial account keeping. Inspec- 
tion applies to the use which the punchayet has made of 
its discretionary powers the punchayet needs 
such a sheltering authority to shield it against improper 
demands.^ In co-operative banking the administrators 
that we have to deal with are for the most part mere amateur 
bankers, little skilled in the technical details of the business 
and without much experience ...... Raiffeisen found — 

just as Indian Registrars find in the present day and Irish 
organisers in Ireland — ^that the little Committees and Councils 
were in many cases not capable of keeping accourits and 
exercising their other functions in the most correct way. 
The idea of obligatory inspection by a higher authority is 
now everywhere approved. The difficulty is to get people 


^ Co-operation in India, p. 172. 
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to agree respecting the shape which, such inspection is to 
take The worst method of all is that of entrusting 


inspection to the Government, by means of inspectors to 

be appointed by it The proper authority to carry 

out inspection in a co-operative bank is without (question 

a union of co-operative banks of the same order 

Co-operation will have to train its own advisers and inspectors 

There can be no better solution of the question 

than a law making inspection compulsory but permitting 
inspection by recognised unions, and placing inspection by 
Government officers only in reserve.^ To this ideal the 
Indian system is gradually aiming. 

36. (1) The Registrar shall, on the application inspectimi 
of a creditor of a registered society, inspect or direct 
some person authorized by him by order in writing society, 
in this behalf to inspect the books of the society : 

Provided that— • 

{a} the applicant satisfies the Registrar that 
the debt is a sum then due, and that he 
has demanded payment thereof and has 
not received satisfaction within a rea- 
sonable time ; and 

m the applicant deposits with the Registrar 
such sum as security for the costs of the 
proposed inspection as the Registrar 
may require. 

(2) The Registrar shall communicate the results 
of any such inspection to the creditor. 

THs section is based on sec. 163, Indian Companies 
Act 5 ii a creditor to whom the Company owes a sum exceeding 
Rs. 500 serves a demand which the Company neglects to 
pay for three weeks, the Company shall be deemed to be 
unable to pay its debts ’’ and may be wound up by the Court. 

The above section of the Co-operative Societies Act fixes no 
miiiimuin to the sum ; presumably three weeks would be a 
reasonable period. It also does not require a Registrar to 
wind up a society which is unable to pay its debts but it 
would be difficult to conceive of a Registrar refraining from 


^ CO"OperatiY& Credit for the S.# pp. 161 erg. 
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ordering liquidation in such a case. The South African 
Act provides that if judgment has been obtained against 
the society and such judgment is not within three months 
thereafter satisfied, the plaintifi[ may proceed against all 
members or any member of such society in respect of such 
1 ^^4 Something similar should be inserted here when 
the Act is amended. 


37. Where an inquiry is held under section 
or an inspection is made under section 36, the Regis- 
trar may apportion the costs, or such part of the 
costs as he may think right, between the society, the 
members or creditor demanding an inquiry or in- 
spection, and the officers or former officers of the 
society. 

Recovery of 38. -A-Uy sum awarded byway of costs under 
costs. section 37 may be recovered, on application to a 
Magistrate having jurisdiction in the place where 
the person from whom the money is claimable 
actually and voluntarily resides or carries on business, 
by the distress and sale of any moveable property 
within the limits of the jurisdiction of such Magistrate 
belonging to such person. 

Dissolution of Society. 

Dissolution. 39. ( 1 ) If the Registrar, after an inquiry has 

been held under section 35 or after an inspection has 
been made under section 36 or on receipt of an 
application made by three-fourths of the members of 
a registered society, is of opinion that the society 
ought to be dissolved, he may cancel the registration 
of the society. 

(2) Any member of a society may, within two 
months from the date of an order made under sub- 
section (1), appeal from such order. 

(3) mere no appeal is presented within two 
months from the making of an order cancelling the 


Costs of' 
inquiry. 
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(4) Where an appeal is presented within two 
months, the order shall not take efiect nntil it is 
confirmed by the appellate authority. 

(5) The authority to which appeals under this 
section shall lie shall be the Local Government : 

Provided that the Local Government may, by 
notification in the local official Gazette, direct that 
appeals shall lie to such Revenue-authority as may 
be specified in the notification. 

As already indicated a Registrar is morally bound to 
cancel the registration of a society that is unable to pay 
its debts. 

Members contemplating an application for cancellation 
under cl. (1) must bear in mind the periods fixed, under 
secs. 23 and 24, for the termination of the liability of past 
and deceased members. When the Act is amended it is 
hoped that clauses (3) and (4) will be amended to make it 
clear that a liquidator may be at once appointed with power 
to take possession of the books and assets pending the result 
of the appeal, if any. 

40. Where it is a condition of the registration of cancellation 
a society that it should consist of at least ten mem- registra- 
bers, the Registrar may, by order in writing, cancel sodet?. 
the registration of the society if at any time it is 
proved to his satisfaction that the number of the 
members has been reduced to less than ten.^ 

If a registered company carries on business for more 
than six months after the number of members is reduced 
below seven, every member who is cognisant of this fact, 
is liable for the payments of the whole debts of the company 
contracted during that time and may be sued for the same 
without joinder in the suit of any other member (sec. 147, 

Companies Act). That is to say limited liability ceases. 


^ In tile ease of societies registered under the Friendly Societies 
Act» ^ it would seem tha^t if the number of members fails below seven,, 
the society would not cease to exist or lose its rights, though if there were 
less than three it could hardly be said to exist, as the signature of three 
members is necessary to an amendment of rides * (Fuller, p. 36). In 
South Africa a society shall be dissolved when the number of its qualified 
members is reduced below seven. 
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Effect 

emiceltation 
of registra- 


The South African Act, in addition, makes the members 
liable to a fine of five pounds a day. 

41. Where the registration of a society is can- 
celled, the society shall cease to exist as a corporate 
body — 

(a) in the case of cancellation in accordance 
with the provisions of section 39, from 
the date the order of cancellation takes 
effect ; , 

* (b) in the case of cancellation in accordance 

;r •' with the provisions of section 40, from 

the date of the order. 

• rh Q/. secs. 147, and 162 of the Indian Companies Act. 
I'Z”, Registrar, here, takes the place of the Court under that' 

.’"-^Act. Cancellation may take place — 

(i) as the result of an inspection made of his own 
motion ; 

(ii) as the result of an inspection made at the instance 
of the Collector ; 

(Hi) as the result of an application by the Com- 
mittee or one-third of the members ; • 

(iv) on the society proving to be unable to pay its 
debts ; 

(y) at the request of three-fourths of its members ; and 
(vi) on its members declining below ten. 

Following the English Acts, the Registrar could 
exercise his power of cancellation — 

(а) on proof that a certificate of registration has 
been obtained by fraud or mistake ; 

(б) or that a society exists for an illegal purpose : 

(c) or that it has violated any of the provisions of this 
Act (e.g,, persistent lending to non-members, 
sec. 29) ; 

(d) or has ceased to exist (cj. Companies Act, if it 
does not commence business within a year, 

‘ or suspends business for a year). 

(e) (Cj. Committee’s Report, para. 86) or that there 
is no hope of eventual solvency or progress. 
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Exanipjes of illegal purpose are the pursuing of other 
business objects than those indicated in sec. 4, if, for instance, 
a Central Bank forsook its sole object of facilitating the opera- 
tions of co-operative societies and took to general bankino- 
business it should be dissolved ; similarly if a supply or 
stores society took to credit business. In England the 
Seditious Meetings Act exerted a very wholesome influence 
in preventing societies from becoming political bodies. A 
stores society embarking on general business with non- 
members might be dissolved at the instance of competing 
traders. Repeated failure to observe its own by-laws mi"ht 
entail cancellation ; for instance, the conditions in sec. G^as 
to residence of members in a fixed area and their similarity 
in tribe, class or occupation, must be adhered to. The 
Government of India have remarked that it is intended that 
the Registrar should, in sanctioning the proposed bv-Iaws 
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attaciiBeEt when registry is cancelled and members promptly 
incur liability for debts. Debts owed by members can no 
longer be recovered through arbitration proceedings and the 
liquidator has to resort to the Civil Courts. If the society 
transacts business after cancellation each member becomes 
liable for the payment of the whole debts so incurred 
and may be sued for these individually. Liability is 
limited only to debts incurred prior to cancellation ; the 
latter extinguishes the corporate body and leaves a 
number of individuals. 

A society whose registry has been cancelled^ can only be 
re-admitted to registry as a new society making a fresh 
application (unless, of course, the order of cancellation was 
upset on appeal). 

It should be noted that only present members can 
apply for cancellation. Past members and persons claiming 
through deceased members, cannot seek to liquidate theij 
liability by procuring dissolution. 

In England before the Registrar can cancel registration, 
he must give two months’ clear notice in writing to the society 
specifying briefly the ground of the proposed cancellation. 
No such notice is prescribed in this Act but a rule could 
probably be made under sec, 43 (1). 

Section 35 does not require the Registrar to communi- 
cate the results of his inspection to the society [c/. sec, 36 
(2)] but presumably he does so. In England, a society is not 
bound to act upon the advice tendered and it is left to the 
one-third minority to persuade their fellow-members. In 
India, the Registrar can enforce his opinion by dissolving the 
society, this being practically the only legal punishment open 
to him. The Local Government may withdraw privileges 
(sec. 46). 

42. (1) Where the registration of a society . 
cancelled under section 39 or section 40, the Registrar 
may a|)point a competent person to be liquidator of 
the society. 

(2) A liquidator appointed under sub-section (1) 
shall have power — 

(a) to institute and defend suits and other legal 
proceedings on behalf of the society by 
his name of office ; 
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(?/) to determine the contribution to be made 
by the members and past members of 
the society respectively to the assets of 
the society ; 

(c) to investigate all claims against the society 
and, subject to the prov'sions of this 
Act, to decide questions of priority 
arising between claimants ; 

{d) to determine by what persons and in what 
proportions the costs of the liquidation 
are to be borne ; and 

(e) to give such directions in regard to the 
collection and distribution of the assets 
of the society, as may appear to him to 
be necessary for winding up the affairs 
of the society. 

(3) Subject to any rules, a liquidator appointed 
under this section shall, in so far as such powers are 
necessary for carrying out the purposes of this section, 
have power to summon and enforce the attendance 
of witnesses and to compel the production of docu- 
ments by the same means and (so far as may be) in 
the same manner as is provided in the case of a Civil 
Court, under the Code of Civil Procedure, 1908. 

(4) Where an appeal from any order made by a 
liquidator under this section is provided for by the 
rules, it shall lie to the Court of the District Judge. 

(5) Orders made under this section shall, on 
application, be enforced as follows : — 

(a) when made by a liquidator, by any Civil 

Court having local jurisdiction in the 
same manner as a decree of such 
Court ; 

(b) when made by the Court of the District 

Judge on appeal, in the same manner as 
a decree of such Court made in any suit 
pending therein. 
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(6) Save in so far as is hereinbefore expressly 
provided, no Civil Court shall have any jurisdiction 
in respect of any matter connected with the dissolu- 
tion 01 a registered society under this Act. 

This section follows the usual provisions as to liqui 
dation. 

In Germany, the liquidation has to be effected by the 
Committee of Management unless by the articles ■ or by 
resolution of the general meeting it is entrusted to other 
persons. At least three liquidators must be appointed ; one-^ 
tenth of the members may have the liquidators appointed 
by the Court. 

Section 43(^) provides for rules of procedure. The 
liquidator becomes invested with Ml powers on appointment. 
In the Companies Act, the Court confers the powers. 

Clause (2) (a). The cancellation of registration termf- 
nates the existence of the corporate body (sec. 41) and there- 
fore the power to institute and defend suits (sec. 18) passes 
to the liquidator. The words “ by his name of office ’’ have 
been added to remove the doubt as to whether the suit-^ 
■should be in the name of the society or in the liquidator’s 
official name. In any suit brought by the society, a depositor 
could set off his deposit against the sum^ claimed. In amend- 
ing the Act,, the liquidator should be given power to .refer 
disputes to arbitration. 

Clause 2 (&). The benefits of registration appear in 
winding-up proceedings. In an unregistered society a 
creditor may sue any member he pleases for his whole debt 
and leave him to recoup himself out of the assets or from his 
feliow-members. In a registered society, the assets are 
realised and only the deficiency has to be made up by 
contributions from members and past members. 

It is curious that the reference is only to past members 
and not to deceased members whose estates apparently are 
free from contributions. In view of sec. 24, it seems correct 
to assume that the liquidator can levy contributions from 
their estates. But an amendment is desirable to make this 
clear. It has been suggested that the wmrding of this clause 
seems to prohibit the liquidator from modifying his order 
determining the contributions of members from time to time. 
It is thought that, under the law as it stands, a liquidator 
cannot use the unlimited liability of the non-borrowing 
members of the society until he has exhausted all possible 
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.steps against., defaultiiig members. It is, therefore, proposed 
to amend the section by the insertion of the words from 
'time to time ” after determine.*,’ 

CoBtrihufiom means the amount payable by a member 
as such and does not include debts payable to the society. 
It is the unpaid portion of the liability. In a limited liability 
society with fully paid-up capital, it is nil unless it be held 
that dividends have been paid without being earned, in which 
case perhaps these might be recovered. It is not clear 
whether in an unlimited liability society with share capital, 
the liquidator should fix contributions according to shares 
held or equally. As members’ liability is equal irrespective 
of the number of shares held, the contributions should be 
equal. The bigger shareholder has already had the heavier 
loss of his shares.^ 

Also it is not clear whether members and past members 
^^ould be regarded as equally liable or whether contributions 
should only be demanded from past members when the 
liability of existing members is not suiG&cient to cover de- 
ficiencies. On the analogy of Company law, in a limited 
liability society, contribution would first be demanded 
from existing members up to the limit of the uncalled portion 
of their share and thereafter from past members. In un- 
limited liability societies, past members should be macife to 
contribute forthwith. The basis of the liability of past 
members {secs. 23, and 24) should be the balance-sheet of the 
year in which they ceased to be members. The liquidator 
has no power under this section to decide who are members 
and past members and the Court [clause 5 (a)] cannot ap- 
parently hear objections from persons denying liability. 
Limitation for suits for unpaid calls on shares is six years. 

If a member becomes insolvent, the assignee may 
disclaim his shares and the liquidator may claim for the 
iiRcalled sum but the insolvent member cannot be made a 
contributory. 

From the list of powers there are some important omis- 
sions. ^ Neither the Act, rules, nor by-laws contain any 
directions as to the disposal of the books of a dissolved 

society.^ 


^ ‘ The UB'limited liability, which still remains the comer stone of 
the Eaifieiseii system, is harder on the poor than on the rich, as assessment 
for losses are made share and share alike and might completely wipe out 
a small state without noticeably diminishing a larger one. ’ Herrick, p. 203. 

2 SemUe Companies Act, see. 242. 'The disposal of books shonM 
fee decided by the Begistrar or the Society. They may be destroyed 
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It is not competent for the liquidator to make a decree 
under clause 2 {&) for loans owed by a member. There is 
nothing corresponding to section 186, Indian Companies Act 
empowering a Court, after making a winding-up order, to 
order any contributory to pay any money due from him to 
the Company, exclusive of any money payable by virtue of 
any call. An compulsory arbitration is now the rule, it is 
difficult to see the objection to conferring on the liquidator 
the power, formerly held by the society, to refer disputes 
to arbitration. 

A liquidator cannot carry on the business of the society. 

The Committee on co-operation recommend (para. 87) 
that when the Act is revised provision should be made for 
summary recovery of assets. 

Clause (3), — The fourth conference (1909) wished liquida- 
tors to be recognised as public servants within the meaning 
of the Penal Code (secs. 174 and 175) which makes punishabfe- 
failure to attend when summoned and failure to produce 
a document when called upon to do so. A liquidator cannot 
apparently summon individual contributories but he can, 
of course, and in fact must summon a general meeting. 
The Poona (Bombay) Conference 1916, desired that rules 
should be introduced empowering a liquidator to require 
the presence of defaulters at the time of proceedings. 

The same conference dealing with clause 5 {a) regarded 
it as desirable that orders of liquidators should be made 
presentable to Civil Courts by registered post instead of 
personal application or through a pleader. 

Clause (4). — The High Court of Allahabad has held 
that where no appeal is provided for in the rules, neither 
the District Judge nor the High Court can question the 
liquidator’s order and the Subordinate Couit has no option 
but to enforce the order, if it could possibly be said to be 
an order under sec. 42 of the Act, The following remark 
of the judges is worth quoting : It is quite clear that the 
policy of the Act was that matters arising under the Act 
should be settled without litigation in the Court. If 
litigation were permitted, the whole object of the Co-operative 
Societies Act would be defeated. We think that, in the 
present case, we may depart from our usual practice of not 


after three years. Bengal has now got a rule : ‘ The liquidator shah 

submit to the Eegiatrar. ...... .a final report and make over 

to the Registrar all books, registers and accounts belonging to the societj 
and all books and accounts relating to such proceedings kept by him.’ 
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Baying any, ihiag wMcli is act absolutely necessary for the 
lieoisiba of the case* because we are all interested in the 
good working of the Co-operative Societies Act. It seems 
to us that probably the liquidator was wrong in passing an 
order that each of these debtors (members) should be jointly 
and severally liable for the amount of each others' mortgages. 
If he required money for the purpose of liquidation and 
for the discharge of the debts of the society, he had clear 
power to determine the contributions to be made and we 
think that it would have been more correct had he made 
his order in this form and then proceeded to take steps to 
recover from each . 

In Bengal, Assam, Central Provinces, and Behar and 
Orissa, the local Public Demands Recovery Acts have been 
amended so as to make recoverable as an arrear of land 
revenue any sum ordered by a liquidator to be recovered 
as a contribution to the assets of a society or as costs of 
liquidation, or as members’ debts. In the United Provinces 
(Act III of 1919) the Co-operative Societies Act has been 
amended so that this section shall be construed as if — 

{a) after sub-section (4) of the said section the follow- 
ing sub-section were inserted, namely (4A) 
Any sum ordered under this section to be re- 
covered as a contribution to the assets of the 
society or as costs of liquidation may be 
recovered, on a requisition being made in this 
behalf to the Collector by the Registrar of 
Co-operative Societies in the same manner as 
arrears of land-revenue ”, and 

(b) at the beginning of sub-section (5) of the said 
section the following words were inserted, 
namely : — Save as provided in sub-section 
(4A).” 

Bombay would favour some such amendment too. So 
also, apparently, would Madras. 

Bombay recommends that the liquidator should be 
empowered : — 

(a) to enforce the attendance of all defaulters, their 
sureties and contributories of a cancelled 
society (including non-members), and 

(5) to compromise the claims of the society with the 
sanction of the registrar in the same manner 
as is provided in sec. 234 of the Indian Com- 
panies Act. 
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Rules. 

' 43. (1) The. Local GovemmeBt' may, ' for ' tiie: ' 
whole : or ' any part of the _ Province ' and . 'for ' 
registered society or' class of such societies, 'make rules ' 
to carry out the purposes of this Act. 

Where, by any Act of the Governor-General in Conncih 

- a power to issue rules .... isconferredj 

then that power includes a power, exercisable in the like 
manner and subject to the like sanction and conditions, if 

any, to add to, amend, vary or rescind any rules 

so issued. [General Clauses Act, sec, 21]. 

The United Provinces have rules (1) amplifying sec. 14 (6) 
limiting transfer of a share to a member approved for that 
purpose by the Committee of the society ; and (2) dealings 
with transactions with persons other than members (sec. 31) 
Transactions with non-members are prohibited in the ordinary 
course of business except during such period as the Eegistrar 
may prescribe. 

The seventh conference (1913) thought that a rule was 
desirable to define the classes of documents in a Registrar’s 
office which the public have a right to inspect and to prescribe 
fees for the supply of certified copies of such documents 
(c/. notes to secs. 25 and 26). Bombay allows free inspection 
and charges two annas for certified copies. 

The United Provinces and Punjab have the following : — 

(U Any member of the public shall be permitted, on 
payment of a fee of one rupee for each occasion of inspecting, 
to inspect for any lawful purpose, any public documents 
(exclusive of documents privileged under secs. 123, 124, 129, 
and 131 of the Indian Evidence Act, 1872) filed in the office 
of the Registrar, Co-operative Societies, in particular of the 
following documents, namely : — 

(1) Registration register (Bombay has “applications 

for registration ”). 

(2) Registration certificate of a society. 

(3) The registered by-laws of a society and amend*" 

ments effected in such by-laws. 

(4) An order cancelling the registration of such a 

society. 

(5) An order directing the liquidation of such a society 


s, 43.] ECi.ES. 153 

(6) Tlie annual accounts of a society (Bombay, has 
audit memo, of a registered society). 

For certified copies the fees are ' Bs. 3; for a registration 
certificate and two annas for each hundred ■ words of other' 
documents, 

Bombay has issued a rule : no society may take any 
action which would involve the society in the discussion or 
propagation of controversial opinions of a political or religious 
character, and the Kegistrar may prohibit any action or 
rescind any resolution which in his opinion is of such tendency* 
Burma is more delicate ; its rule runs : — The Registrar may 
rescind (and order to be deleted in the records of the society) 
any resolution or action of an officer or a committee of a 
society or of a society, which is, in his opinion, outside the 
objects and scope of the society, as defined in the by-laws 
of the society, and may order the record of such resolution 
^ or act to be deleted in the records of the society. 

Rules might be made (c/. sec. 19, Industrial and Provident 
Societies Act) that no registered society with limited liability 
which has any withdrawable share capital shall carry on 
the business of banking, and no such society shall make 
any payment of withdrawable capital while any claim due 
on account of a deposit is unsatisfied. 

(2) In particular and wutliout prejudice to the 
generality of the foregoing power, such rules may — 

(a) subject to the provisions of section 5, pres- 
cribe the maximum number of shares 
or port'on of the capital of a society 
which may be held by a member ; 

German Act : In societies with unlimited liability, 
members may only hold one share.” The absence of such 
a rule is fraught with risk. (Mcholson). In these societies, 
the share is primarily a means : {a) of compelling thrift : (6) of 
pnndding the guarantee of the member which, in these 
unlimited societies, extends to the whole of his property 
and of thereby obtaining credit : it is not intended, except 
secondarily, as a means of furnishing funds directly, still 
less as an investment by the members as is the case in an 
ordinary joint-stock company ; hence the present limitation, 
the holding of a single share renders the holder responsible 
in all his property, and the holding of other shares would,' 

# 
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tliereforej not increase the guarantee offered by him while it 
might give him an undue preponderance in the society.” 

Such rules may be necessary to preserve the benefits 
of the society for persons of limited means {CJ, preamble and 
notes) and to deter persons of ample means from securing 
any undue share of influence. In the Punjab, the maximum 
number is one-fifth of the whole, whether the liability be 
limited or unlimited. In Bengal, Burma and Assam, this 
maximum applies to societies with limited liability only. 
The contributions to share capital represent the paid-up 
portion of the liability. 

(6) prescribe the forms to be used and the 
conditions to be complied with in the 
making of applications for the regis- 
tration of a society and the procedure 
in the matter of such applications ; 

All provinces seem to have prescribed forms, the main 
requirements are : — 

(1) Name of proposed society [see note to sec. 43 (c)]. 

(2) Registered address with nearest Post OfiSoe 

(sec. 15) 

. (3) Kind of liability, whether limited or unlimited’ 

(sec. 4) 

(4) Adherence to the proposed by-laws, [sec. 8 (3)]. 

(5) Formal application to be registered, [sec. 8 (1)]. 
Some add : — 

(6) Language in which the books and accounts will be 

kept. 

Other details, required in some provinces, are usually 
contained in the by-laws, which accompany the application ; 
so that unnecessary duplication is insisted on. 

All require the applicants to sign or attest, [sec. 8 (2) (a)} 
except in the case provided for in sec. 8 (2) (&). 

Section 8 (3) requires one copy of the by-laws to be 
submitted. Most rules require two copies, one of which is. 
usually returned certified as duly registered [q/, sec. 11 (3)]. 
Bengal requires a third copy, which is sent to the Central 
Bank to which the society is to be affiliated. 

The Registrar should issue a certificate of registration 
{cj. sec. 10) to the society. 
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Bengal and Burma, etc. prescribe that in e^^ery case in 
wMcli the Eegistrar refuses to register ', a: society, lie shall 
record in writing the reasons for his refusal and shall 
communicate his decision to the applicants. 

The Committee on co-operation advocate full enquiry 
into all applications and regard it as necessary that the 
Eegistrar should be able to ascertain : — 

(1) Whether the proposed members have really assimi* 

lated the principles of co-operation. 

(2) Whether they appear to be too involved in debt 

to make a society successful (and for this, 
purpose a statement showing, though not in 
great detail, the assets and liabilities of intending; 
members should be submitted). 

(3) Whether adequate working capital is available in 

the movement. 

(4) Whether the applicants are men of good character 

and the village as a whole free from the taint 
of litigiousaess. 

(5) Whether means are at hand to provide for the 

necessary supervision of the society when 
formed. 

Enquiry should also be made as to the suitability of the 
proposed Secretary and Committee. 

(c) prescribe the matters in respect of which: 
a society may or shall make by-laws 
and for the procedure to be followed 
in making, altering, and abrogating; 
by-laws, and the conditions to be 
satisfied prior to such making, altera- 
tion, or abrogation ; 

Abrogate : repeal or rescind. 

The Act does not confer powers upon a registered 
society to make by-laws. It must have them before regis- 
tration [sec. 8 (3)] and may amend them (sec. 11). 

In most Acts, by-laws upon certain points are compulsory; 
but matters dealt with in the Act in some countries are left 
to by-laws in others. The Indian Act requires by-laws, 
only upon (1) area, (2) tribe, caste or occupation of members, 
and (3) registered address (secs. 6 and 15), but presumably 
the object (sec. 4) must also be specified. Jt is thus left to- 
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rules under this clause to impose compulsory by-laws^ and 
^generally speaking deficiencies may be made good by rules 
under succeeding clauses. 

As membership is the very essence of a society, it is 
obviously necessary to have by-laws governing the terms of 
admission, withdrawal and expulsion of members and in 
most countries the law insists on these. 

Most Acts impose a long list of matters upon which by- 
laws must be framed, unless these are dealt with in the Act 
itself. In some countries model by-laws are annexed to the 
-Act. 

Most Local Governments have issued rules for compulsory 
by-laws on the following points : — 

(1) Name — see note below. 

(2) Address (sec. 15). 

(3) Objects for which the society is established. The 
whole of the objects must be set forth and they must be in 
■conformity with sec, 4. 

(4) Area of its operations or area of membership. 

(5) Purposes to which its funds may be applied (which 
must be such as are requisite for carrying out the objects), 

(6) Qualifications required for membership and terms 
for admission of members, etc. [q/. clause {d) of this section 
and sec. 12], 

(7) Rights and liabilities of membership [see secs. 4 and 

12 ]. 

(8) Withdrawal and expulsion of members [see clause 
(m) below]. 

(9) Payments to be made on withdrawal, expulsion, 
ineligibility or death of members [see clauses (w) and (n) 
below], 

(10) Transfer of share or interest of a member [see sec. 14]. 

(11) The manner in which capital may be raised [see 
clause (c) below], 

(12) The mode of summoning and holding meetings, 
the right of voting, etc. [see clause (j) below], 

(13) The manner of making, altering and abrogating 
by-laws [see sec. 11 and the wor^ng of this clause above], 

(14) The mode of appointment and removal of a Com- 
■mittee and of its officers (if any) and the powers and duties 
■of the Committee and such officers [see clause {g) below.] 
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(15) The mode of custody and of investment of the funds- 

[see see* 32]* 

(16) The mode of keeping the accounts [see clause (h) 

„ below]*,. 

(17) The conditions on which loans may be granted to- 
members, inclndiiig 

(a) the .rate of .interest;. 

(b) the ma.ximuiii loan admissible to a member ; ■ 

(c) extensions and renewals;' 

(d) recovery of loans; 

(e) the p'U.rposes for which the loans may be granted 

and 

(/) security for re-payment, [see clause (o)]. 

(18) The consequences of default in payment of any. 
sum due by a .member* 

(19) The settlement of disputes [see clause. (I)], , 

(20) Disposal of profits including (a) maximum rate of ^ 
dividend and (6). formation and' use of a reserve fund [see^ 
clauses (p) and.(r) .below and sec*. 33]. 

(21) The authorisation of an officer or of officers to sign- 
documents on behalf of the society. ■ 

To this list there should be added • 

(22) The inspection of the' books of the society by every 
member having an interest in its funds, and 

(23) The supply of , copies, of the by-laws and of the 
annual balance-sheet to members. . 

Burma and Bengal add : a society may make by-laws, 
on the imposition of fines and forfeitures on members. 

Most of these matters will be discussed in, the notes under 
the. following clauses of ■ this section. A few points ■ may- 
conveniently be noted here. 

(1) The name must not be identical with that under 
which any other existing society is registered, or so nearly 
resembling that name as to be likely, in the opinion of the 
Registrar, to deceive the members of the public as to its 
nature ^ or identity. A registered society may by special 
resolution change its name with the approval of the Registrar 
(it would be an amendment of a by-law, sec. ■ 11) ; a Society ' 
must not be registered under a name likely to disguise ita 
real character, c.p., a society whose chief business is credit 
should, not register as a stores society.- 
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In England (Industrial and Provident Societies Act, 
sec. 66), it is an offence for a Society to use any abbreviation 
of its name on any stationery, bill-bead, seal etc. In India 
this applies to registered companies (sec. 73 of the Act). 
The power of deciding as to the name lies with the registrar, 
m the first instance, subject to an appeal against his refusal 
to register. The court will not order registration if the 
opinion of the registrar is genuine.^ The New York State 
laws insist that the words ' Co-operative " and ' Association/ 
shall be included in the names of all Co-operative agricultural, 
dairy and horticultural associations, while all productive 
societies shall affix or prefix such word or words to their 
names as will indicate that they are co-operative. The South 
African Act also insists on the word ‘ co-operative ’ being 
part of the name, 

(2) Meetings : the German Act requires by-laws dealing 
with regulations for summoning general meetings, authenti- 
cation of resolutions and chairmanship of meetings, and 
whether in general meetings certain matters expulsion 
of a member, adoption of new by-laws) must be decided not 
by a simple majoiity, but only by a larger majority of 
votes. 

(3) In amending by-laws, a society may be asked to 
submit when necessary : — 

(a) A copy of the existing rules marked so as to show 
where the alterations occur and what they are. 

(fc) Two copies of the amendment signed by officers 
cf the society. 

(c) A statement that the amendment was adopted by a 
majority at a general meeting of the society at which a certain 
minimum proportion of the members was present. The 
actual proportion required depends upon whether the liability 
of the members is limited or unlimited. In the former case, 
a smaller proportion may be allowed without risk. In 
the Punjab, for instance, in the case of societies with limited 
liability, model by-laws or amendments previously approved 
by the Eegistrar may be adopted by a majority consisting 
of two-thirds of the members present at a general meeting of 
which due notice of the intention to discuss such model by-laws 
or amendments has been given. In other cases two-thirds 
of the members must be present. In some countries, the 


* fuEe^s pp, 41*^42* 
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mafority is prescribed by law. ^ ■ M Bombay in tbe case of 
societies with limited liability^^ tbe operations of wMcb extend 
over an area larger tban that of a .city or town or village or 
i gmuf of villages, a by-law in.ay be amended by the written 

vot es of a majority of not less than two-thirds of the members;, 
provided that a poll has been demanded, granted and held in 
accordance with a by-law authorising such a procedure. 
In Bengal, ordinarily half the members must be present, 
of whom two-thirds must vote for the amendment, but the 
Begistrar may register an amendment passed by two-thirds 
of those f>resent (even though less than one half of the whole) 
if he considers that the amendment is in the interests of the 
society, and is likely to meet with the approval of the general 
body of members. Bihar and Orissa has a similar rule, but 
I the Begistrar must record his reasons in waiting for believing 

^ that it is impossible " for the society to secure the attendance 

oi half the total number of members at a general meeting. 
Burma, in the case of noii-agiicultural societies, allows the 
by-laws to be amended by a vote of 75 per cent, of the members 
present, when one quarter of the members, or 100 members 
whichever is less, are present. In the United Provinces, the 
majority required is two-thirds, but the quorum is two-thirds 
m societies with unlimited liability and one-third of the total 
number of members where the liability is limited. In amend- 
ing its by-laws a society must strictly observe its existing 
by-laws as to general meeting, majority required, previous 
notice, etc. It has been ruled that if any defect in the 
procedure renders the amended by-laws invalid, then the 
former by-laws must be considered in force. This might 
give rise to trouble if the amendment concerned the disposi 
tion of funds. 

(4) Consequences oj default : it must be remembered 
that if a society desires to impose any fines or forfeitures 
on members and to exact any penalty for non-payment of 
share instalments, etc., it must provide for this in its by-laws 
. for no fines or other punishments can be inflicted except by 
' virtue .of a . 

In England, the provision for the inspection of books 
by every person having an interest in the funds (except the 
loan and deposit account of another member) is regarded 

^ The New York State law requires a three-fourths vote Ie the 
case ol productive societies with capital stock, and two- thirds of all the 
merBbers in the case of an agricaltnral, dairy or horticultural societv 

BO capitals stock. ■ ■ ■ ■ ■■ 

^ Assam says ‘ impmctieable**’ 
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as of such importance that failure to allow inspection is 
an offence. {Cj. sec. 16 of this Act). 

{d) prescribe the conrtitions to be complied with 
by persons applying for admission or 
admitted as members, and provide for 
the election and admission of members, 
and the payment to be made and the 
interests to be acquired before the 
exercise of the right of membership : 

It is an essential characteristic of a Co-operative Society, 
that it should be open to all fully qualified persons ; therefore,, 
a society must state clearly the terms of admission of members, 
entrance fees, minimum age, and other qualifications ^ [see 
clause {q) below]. The rules or by-laws should also make 
clear the terms on which societies may become members. 

The South Africa Co-operative Agricultural Societies- 
Act prescribes that only persons carrying on farming opera- 
tions in the colony shall be qualified to be members. 

See secs. 2 (c), 6, 12 and 14 and notes, thereunder. As 
only members can hold shares, the Local Government can 
prescribe conditions relating to shareholders, e.g., that they 
must be over 18 years of age. Similarly as members have 
to be admitted, rules regarding admission may be framed to 
restrict transfer of shares.^ 

In the former Act, section 4 confined membership 
to persons above the age of 18 years but this is not reproduced 
in the present Act and the question of admitting minors is left 
to rules and by-laws. These must prescribe the minimum age 
of members. The Sixth Conference considered that minors 
should not necessarily be debarred from becoming members 
of societies when they were heirs of deceased members (sec. 
22) usually the by-laws exclude minors ; their admission is 


^ * It is best for the society to impose qualifications for membership 
since the resulting homogeneity assures harmonious action.’ Herrick 
p, 462. According to a writer in ‘ Better Business ’ (November, 1920, 
p. 9), in Serbia, the members of the society must be approved by the' 
District Judge. 

® * The European Co-operative Societies are very rigid in the matter 
o! excluding all who are nob really of them,’ They will not allow any 
body bo join with any interests except the interests of the society. Only 
persons can co-operate who have something to co-operate for that is 
common to all in the society. (American Commission, Observations 
Part I, p. 20. Cj, also Powell, pp. 25-26). 
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not illegal but is objectionable as they cannot incut unlimited 
liability^ ami liability could not be enforced against tbem,. 
even on winding-up irhether the society be limited or 
unlimited. Both Scliuize-Delitoch and Eaiffeisen excluded 
minors. They could not be held bound by any rule of 
uncoiiclitioiial adherence (see below) and generally they would 
be a source of weakness to the society. The general rule 
should be to exclude minors. 


^ tay, Co-opemtioa at Home and Abroad, 2nd Edn.^'p. 366. 
C, CSA 11 


Similar objections apply to persons mentally disabled 
from entering into a contract and in some Provinces persons 
of unsound rnind are excluded. Assam, definitely prohibits 
from membership anyone who is legally or mentally disabled 
or who is a bankrupt or against whom a conviction stands- 
of U' grave criminal offence. Any person found to be so dis- 
/ qualified shall be removed from the society. 

It is a strict Raiflieisen rule that a member of a society 
with unlimited liability should not be admitted into a second 
similar society [see clause (m) below] and this is the rule 
in most Indian provinces, as well as in Ireland, Italy and 
elsewhere. Bengal has a rule that no person who. has 
within two years ceased to be a member of a society with 
unlimited liability can join another without the special 
permiswsion of the Registrar. This refinement is apparently 
. baseci, on section . 23. 


The society has power to impose any stipulation that 
does not involve a direct illegality : it may impose, for 
example, the profession of a particular religion. The society's 
power of rejecting candidates is absolute : and the society 
need assign no reason for its action. It is necessary that a 
society have ppwer to reject without explanation candidates 
who, with all the statutory qualifications, seem to them to 
have failings of temperament or intellect, which it would be 
sometimes impossible, and always invidious to formulate.^ 

In Bengal, no joint-stock company can be a member 
of a registered society without the permission of the 

Registrar. 

Unconditional adherence * — Both the English Acta provide 
that the rales of (co-operative) societies shall bind the society 
and the members thereof, and all persons claiming through 
them respectively, to the same extent, as if each member 
had subscribed Ms name and affixed his seal thereto, and 
there were in the rules contained a covenant on the part of 
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Mmself, his heirs, executors and' admiEistrators to conform 
to the rules. ^ 

In Germany, members must sign a declaration of uncon- 
ditional adherence ; if the Committee approve, this has to be 
registered and then he acquires membership. The United 
Provinces have a rule : — Every person, before being admitted 
to the membership of a society, shall sign a declaration that 
he will be bound by the existing by-laws of the society, and 
by any modification of, or addition to, such by-laws that may 
be legally effected during the period of his membership. 
A person, who is already a member by reason of his having 
joined the application for the registration of the society, 
shall be required, under pain of expulsion if he refuses, to 
sign such declaration within one month of registration. 

The model regulations appended to the South African 
Act, contain a clause regarding unconditional adherence 
and by an amendment of the Act (in 1917)' any society shall 
have the power to impose fines on its members for any infringe- 
ment of its regulations ; the conditions and circumstances 
under which such fines may be imposed and the amount 
thereof, shall be prescribed by the regulations of the 
society.’ 

Full disclosure of existing debts ought to be regarded 
as necessary preliminary to admission. The Government 
of India remark that until a member has been freed from 
outside debts, a society is not performing its Ml functions 
but it is a counsel of perfection to expect that no one shall 
be admitted as a member unless and until his outside debts 
have been paid off. There are, of course, extreme cases in 
which a man is so indebted that there is no hope of his debts 


1 Of, Powell, p. 29 : ‘ It is fundamental tliat the members of a 
farmer’s co-operative organization be held together by a contract or 
agreement, or by a binding provision in the by-laws to be signed by every 

member The success of the co-operative movement depends, in 

the final analysis, on the steadfastness and co-operation of the members* 
Their support must be in the nature of a strong conviction that the co- 
operative principle as a business system is right, and this faith and loyalty 
must be large enough to hold them together in the face of temporary 
adversity, or of the insidious efforts of the opponents of the co-operative 
method to disrupt the system.. .As a business precaution, a contract 
or agreement between the association and its members is essential to the 

development of a stable, co-operative enterprise Unless otherwise 

provided, the agreement should give the association the exclusive right 
to handle the products of its members, or exclusively to supervise or 
execute or regulate such functions for the members as it is organised to 
perform . . . The membership agreement is the foundation stone on 
which the stability of a farmer’s co-operative business association is 
reared* 


•ever being cleared off and in such a case the proper course 
ifi to refuse him admisson to the society. 

It niay, perhaps, be unnecessary to point out that the 
unlimited hablity of such a man is of no value. 

Ascertainment oj debts of members.— The Seventh Confer- 
enee (1913) decided that some procedure corresponding 
to the Bundelkhand Encumbered Estates Act for ascertaining 
all debts seemed to be worthy of consideration by the 
Government of India, it being understood that the society 
m advertising for a list of the debts of its members did not 
commit itself to the payment of any or all of them. Local 
Governments did not favour this proposal. The Committee 
on co-operation (para. 36) recorded their view that no action 
IS required to meet^ the case of a debtor who purposely con- 
ceals his debts, as it is ex-hypothesi the duty of a society 
to be sufficiently acquamted with the circumstances of its 
.members to prevent the election of a debtor of this kind 
....... the case which is to be met is that of a creditor 

who refuses to supply a statement of the debt due to him 
and we consider that there is no objection in principle to an 
arrangement by which a society should be entitled to serve 
a notice on a named creditor for the submission within one 
month of a statement of the sum due to him by a member 
membership, subject to the discharge of the 
debt, if he fails to submit a claim and a prosecution under the 
law If he makes a wilfully false one. The Fourth Burina 
Conference agreed that ‘ when application is made for the 
formation of a new society, the names of members should be 
pubhshed for fifteen days in the village and their creditors 

tot I 

Women are not usuaUy excluded by any rules or by-laws 
but the unlimited liability of a woman, especially a married 
woman or a widow under eustomary law, is of doubtful 
Twt should be cautious in admitting them. 

There seems to be no objection in the case of a limited fiabilitv 
society with, fully paid-up shares. ^ 

Ttil« Oowipaw, in Bengal, is prohibited by 

rule from being a member of a registered society, without the 

permission of the Eegistrar, 

it should not be prohibited, but 

informal Committee must be duly 

loomed on every occasion when loans are taken from sources 
outside the society. The best solution would be to iSS 
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money-lender to lend tlirougii the medium of the society 
by becoming himself a depositor or to convert a previous 
debt due from a member into a deposit with the society at 
a reduced rate of interest and with possibly a reduction 
also in the capital amount of the claim (Committee on co- 
operation). This opinion is of interest when compared with 
that contained in the extract from the Eeport of the Famine 
Commission. A member who becomes heavily indebted to 
money-lenders reduces the value of his unlimited liability to 
the society. 

(e) regulate the marmer in. which funds may be 
raised by means of shares or debentures 
or otherwise ; 

Shares , — The Act itself is silent on the subject whether 
shares are necessary or not in a credit society. This omission 
to make any provision as to capital stock is unusual ; the ^ 
law relating to a society without capital stock can hardly 
be the same as that for one with share capital. In co- 
operative laws, it is usual to find regulations relating to the 
maximum and minimum amount of share capital, the value of 
a share, when shares may be issued, limits on individual 
holdings, and restrictions on transfer. In most Co-operative 
Societies shares are not necessary but are useful as represent} - 
ing a paid-up part of the members’ liability which inspires 
confidence in outsiders. The German Act now insists on 
shares but only requires one-tenth to be paid up and as it 
fixes no minimum, many societies adopt a ten-anna share 
with one anna paid-up. Eaifieisen regarded shares as 
unnecessary and as leading to a desire for high dividends ; 
and experience has not found him at fault. Where shares 
are paid in instalments spread over a period of years they 
serve to promote thrift. In such cases it may sometimes 
be advisable to maintain the encouragement to thrift by 
raising the value of the shares as the society grows older. 

In the Punjab system, the cumulative efiect of small 
contributions to share capital, spread over ten years, is 
remarkable and disproves the opinions of Eaifieisen and 
Wolfi, that these do not add appreciably to the security 
of the bank. In Burma, where most of the capital is provided 
by deposits of European non-members, the withdrawal of 
these deposits involved the movement in difficulties. The 
Russian law forbids societies, without share capital, to receive 
deposits from outside sources. The result was that the 
Raiffeisen societies practically all disappeared as soon as 


they were^ by this nieazis, deprived of their main source of 
ontBicle capitaL The members themselves were too poor 
to mahe deposits in snfBcient volume for their operations, 
(jonseqtiently the peasantry were left without a credit system 
of their Where the societies insisted on the formation 

of a share capital, even when paid up in several annual 
instalments, it was found that they attracted only a minority 
of the agricultural population, and remained inaccessible 
to the great mass of the peasants.^ Dupernex included 
the absence of any paid-up capital as one of the essential 
attributes of a village bank®, but some laws, as that ■ of 
Belgium^, require all co-operative societies to have a 
capitaL In some cases, share capital is essential where 
liability is limited, and not when it is unlimited. 

A share is an interest in tlie society measured by a sum. 
of money ; it denotes both rights and liabilities. The right 
^ to a dividend is too readily recognised and in Co-operative 
Societies, this right sliould be rigorously restricted to a fair 
interest on capital. Its liability to serve as security for out- 
siders’ claims is less readily appreciated. The share itself 
is moveable property belonging to the shareholder and 
transferable by him subject to the restrictions imposed by the 
Act, rules, and by-laws. The money value of the share, 
however, belongs to the society. The price which the share- 
holder paid is not his. Obviously he cannot have both the 
share and its price. The sum paid up forms the society’s 
capital, it forms a guarantee for depositors, as it is the 
immediate security for debts. It accordingly cannot be 
reduced without warning to the creditors. The value of 
shares cannot be reduced except by reconstruction involving 
provision for all existing debts (as in liquidation). Similarly 
sums paid up on shares should not be repaid while member- 
ship lasts. Where shares represent the sole liability (as in 
limited liability societies), they must not be withdrawable. 
They belong to the society and its creditors and no member ' ^ 
has any right to reduce the security offered to the creditors. 

It would be well if the rules rendered all shares in limited.. 


^ Heirick, p. 397. 

^ ® Ampican Evidence : Russia, p. 237. It , is rathe!’ difficult ' to 
‘believe this. A similai' charge has been made by non-co-opemtors against 
the Punjab system, in spite of the fact that village menials freely Join' 
some societies. There must be something, very 'wrong with a man who 
cannot save one rupee a year. 

^ Peoples' Banks lor Northern India, pp. 171-172. 

^ Rountree, p# 248 note. 
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liability societies non- withdrawable so long as there were any 
deposits or claims payable to non-members. In England 
the Act prohibits withdrawable shares in limited liability 
credit societies. 

One objection to share capital in village banks is the 
tendency to impose on new members the condition of paying 
up all arrears with interest.^ 

Reserve , — Capital may be built up from profits. The 
Committee on co-operation (para. 43) were of opinion that the 
prime object of every society should be to acquire a perman- 
ent capital of its own as speedily as possible. The best 
method is to arrange for a wide margin between the rates 
of interest at which societies borrow and lend, thus securing 
a substantial annual profit (apparently surplus was intended) 
to be carried to reserve. They saw no objection to arriving 
at an accumulation of owned capital by the route of a share 
system rather than by that of a reserve fund, provided that 
shares are not made an excuse for dividend hunting. They 
did not recommend shares exceeding Rs. 50 as these might 
deter the poorer people from joining. 

Deposits , — Besides shares and surplus interest, a society 
may raise funds from deposits (or loans) from members and 
non-members.^ Members have a right to deposit their 
surplus money at interest with the society, in so far as the 
means for the employment of the same exist ; and a Local 
Government could not issue a rule prohibiting, say, savings 
deposits on the ground that the societies were competing 
with the Post Office Savings banks. The House of Lords. 
Committee thought there might be a risk in credit societies 
tempting depositors by offering interest in excess of what 
is given by the Savings Banks, which would be more than 
the society could properly earn : but, as Mr. Wolfi pointed 
out, as the societies found more lucrative employment for 
their money than the Post Office, they could allow a little 
more. One member of the committee seemed inclined to 
favour a rule limiting interest on deposits to the Post Office 
rate. ^ The Raiffeisen model articles provide for this right 


^ Qj. Herrick, p. 350 : — ‘ In Luzatti societies, the value of the share,- 
and the size of the entrance fee for new members is determined each year 
and depends upon the amount of paid-in capital and reserves, the larger 
and older banks as a rule being the more expensive to join.' 

® Subject to section 30. 

® This competition for savings deposits is not confined to any ono' 
country. Agriculture needs capital which joint-stock banks are not 
well suited to provide. Sir Horace Plunkett and writers in other countriess 
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wbich entails upon the society the duty of giving preference 
to deposits from members over those from non-members 
(see notes to Preamble-Promotion of thrift, secs. 4^ 12 
and 30), Members’ deposit accounts should be kept confi- 
dential, The Committee on co-operation write that as the 
bank’s declared object is quite as much to promote thrift 
as to facilitate credit, the main source of cash should be 
savings deposits (of members) ; these make the bank 
independent and also attract the interest of the depositors 
to the employment of their deposits. It should be 
the aim of primary societies to get as much in the way of 
local deposits as they can. ^ Deposits should be strictly 
confined to men with local interests. In order to tempt 
members to deposit it is justifiable to offer slightly higher 
rates on their deposits than on those of non-members, the 
maximum being the rate charged by the society on its 
loans (Eeporty paras. 48 and 49).^ Apparently no rule 
could be framed restricting deposits from members ^ and 
it is doubtful if a Local Government could frame a rule res- 
tricting deposits from non-members if the by-laws permitted 
this without restriction. Ordinarily, of course, the difficulty 
arising from the alternative offered by section 30 (rules or 
by-laws) would be met by the Registrar refusing to register 
a by-law that was not in conformity with the rules. Central 
Banks depend largely upon deposits from non-members. 
The present practice is embodied in the following rule of 
one pro^dnce : — All Co-operative Central Banks and Urban 
Societies with limited liability which accept deposits from 
non-members shall make provision for fluid resources in 


urge that the savings of agriculturists should be made available for agri- 
calturlsfcs and not taken away to the towns. The argument is iinanswerable 
but the Government cannot dispense with the help of the Post Office 

Bavings. ■ 

^ Local deposits possess a moral element which loans from a Central 
Bank do not have ; see for instance Better Business, February 1917 : 
— the members of a credit society are more likely to understand the binding 
nature of a loan, when it is to their own neighbours than to an impersonal 

institution.'* ■ 

2 -xiie Committee on Eural Credit in Ireland found that security 
is much more inBuentiai than the rate of interest in attracting deposits. 
It is worth nothing that the Irish Joint Stock Banks, in agreeing to allow 
over drafts at 4 per cent., stipulated that the local credit societies should 
not take deposits. (Cj. Pratt, Small Holders, p. 169). But the writers 
of Rural Reconstruction in Ireland say> (p, 141) : — It is to the credit of 
these banks that they soon realised that there was little or no competition 
threatened, and that the credit societies would actually help them by 
borrowing money in comparatively large sums and taking charge of the 
dangerous and tedious task of distributing it in very small loans. | 

® Bat Assam has issued such a mh. 
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jKRcli manner and' according to such, standard'; as may , 
time to time be prescribed by the Eegistrar in each individiiai 
case. 

In the Central Provinces the present practice is to 
disallow absolutely the acceptance of deposits from non- 
members^ until the Registrar accords sanction. 

Maximum liability, — Cf, notes to secs. 4 and 30. Most 
Provinces have a rule : Every society of unlimited liability 
shall from time to time fix in general meeting the maximum 
liability it may incur in loans from non-members. The 
maximum so fixed, shall be subject to the sanction of the 
Registrar, who may reduce it. No such society may receive 
any loan from non-members which will make its total 
liabilities to non-members exceed the limit sanctioned by the 
Registrar.^ 

Bombay has a rule : — No society with limited liability 
ehall incur total liabilities exceeding eight times the total 
of its paid-up capital and its accumulated reserve fund. 
This principle is adopted generally in other Provinces. In 
Bengal the limit is ten times the sum of the share capital 
.and the reserve fund for the time being separately invested 
outside the society. 

Burmah makes societies fix the maximum indebtedness 
to members as well as to non-members. 

The Poona Conference (1916) resolved that the credit 
of a society should be assessed under two heads : (1) for 
current agricultural needs of its members, and (2) other 
purposes. 

Under the former Act the Local Government could 
make rules providing for the rate at which interest may be 
paid on deposits. This provision has been omitted but a 
rule might still be framed requiring preference to be given 
to deposits from members or (in the case of a Central Bank) 
from member societies. 

(f) provide for general meetings of the members 
and for the procedure at such meetings 
and the po’wers to be exercised by such 
meetings ; 

See notes to sees. 12 and 13. 


^ Cf, Committee’s Report, pa»s. 02, 59. 


The rights which belong to members with regard to the 
affairs of the society are exercised at the general meeting by 
resolution of the members present (German Act). There 
must be by-laws providing for the holding of meetings and as 
the by-laws must be made in good faiths they must provide 
for a meeting at least once a year. Unless the by-laws pro- 
vide for sttfScient meetings to enable the business of the 
society to be effectively carried on, . the Registrar should 
not allow it to be registered. The business transacted 
should be only such as directly and immediately relates to 
its objects as declared in the registered rules lest any 
■suspicion be aroused as to what takes place. 

. .The rules or by-laws should — 

(1) fix a quorum; one member cannot form a meeting 

and a general meeting must not be merely a 
Committee meeting under another name ; 

(2) require so many days’ notice of the place, day 

and hour of the meeting and business to be 
conducted ; 

(3) prescribe a chairman and a rule for electing a 

temporary one in Ms absence ; 

(4) prescribe rules for voting, including the casting 

vote of the chairman (c/. notes to sec. 13) ; 

(5) contain regulations for proxies of member-societies, 

e,g,, requiring proxies to be deposited before 
the meeting ; 

(6) prescribe the business to be placed before a 

general or a special meeting, for instance— 

(a) annual accounts and balance-sheet ; 

(b) dividend ; 

(c) report of Committee and auditors ; 

{d) election of Committee ; 

(e) total amount of loans and deposits which 
may be accepted ; 

(J) limits to be observed in the granting of 
loans to members ; 

(7) arrange for adjournments, if quorum not present, 

and subsequent meeting .tO' be held whether 
quorum be present or not 

(8) provide for a record of all proceedings and their 

signature by the Chairman. 
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(9) provide for the sammoiiiiag of geaerai meetings 
on the requisition of a prescribed number of 

members. 

At present no Province has issued complete rules but 
has left these matters to be dealt with in the by-laws. It is 
usually prescribed that the balance-sheet should be laid before 
a general meeting once a year, and that the Registrar or 
any person authorised by him may at any time summon 
a special general meeting, and specify what matters shall be 
discussed at it. Such a meeting is, by rule, to have all the 
powers of a meeting called according to the by-laws. 

In Italy the law requires that members shall personally 
attend whenever possible ^ and it is generally provided by 
the articles of societies that members failing to attend a 
general meeting without reasonable excuse are liable to be 
fined ^ and in some old English societies there is a similar 
rule. Attendance may be stimulated by forbidding proxies 
and by requiring a fairly high proportion of members to be 
present before a dividend can be declared. 

ig) provide for the appointment^ suspension,, 
and removal of the members of the 
committee and other officers, and for 
the procedure at meetings of the 
committee, and for the powers to be 
exercised and the duties to be performed 
by the committee and other officers ; 

The Act does not provide for a Managing Committee^ 
so that unless Local Governments issue a rule, one is not 
legally necessary. However, the existence of one is presumed 
[c/. definition sec. 2 (6) and the reference in sec. 22]. In 
societies which are not incorporated (sec. 18) there must 
be trustees (as in Friendly Societies Act) or a Committee 
(as in German Act) to represent the society legally. In 
Germany, the society obtains rights and accepts obligations 


^ Monographs II, p. 130. 

^ Nicholson. 

® Most; other Acts do. Cj. New York State law which proTidas 
that, in produotiTe societies, there shall be a board o£ not less than five 
directors. The directors shall be elected by and from the shareholders 
..... .The officers shall be a president, one or more vice-presidents, a 

secretary and a treasurer, who shall be elected annually by the directors, 
and each of whom must be a director. In agricultural societies the 
secretary and treasurer may be non-members. 
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througli ail legal traasactioas completed ia its aame by tlie 
Committee. In Germany, also there must be a Board of 
Supervision, whose consent is necessary for any loan granted 
to a member of the Committee of Management. 

Professor Marshall writes that while control by a Commit- 
tee chosen from amongst the members themselves is undoubt- 
edly a great attraction, possesses considerable educational 
merit and affords a valuable practical training, it imposes 
a limit to the progress of the movement into the more intricate 
realms of business enterprise. An army commanded by a 
committee has seldom given a good account of itself and 
many decisions in the course of business require the prompt 
action of an expert. It too often happens that a Committee 
man vacates office to make way for another, in accordance 
with democratic principle, Just when he is beginning to get 
an expert grasp of its work.^ 

The Committee must consist of not less than two members; 
where a registered society is a member, it may elect a member 
to the Committee of the larger society. 

The Committee on co-operation did not advocate super- 
visory Committees as a suitable feature in the vast majority 
of agricultural societies. In urban areas, where the personnel 
with the requisite qualifications is more freely available, 
they considered such Committees might be more successfuL 
Undoubtedly such supervisory Boards are advisable if men 
can be obtained for them. In Germany, the maintenance 
of this Board at full strength is considered so important 
that Directors and Members of the Committee may be fined 
for default. The main point, however, as the Committee 
on co-operation point out, is that the Managing Committee 
should work as a Committee, that it should do its work 
regularly and as a wffiole and not hand over its responsibilities 
to one or two active men. It is also important that it should 
not be placed beyond the control of the general meeting. 

Election of a Committee is usually by nomination and 
open vote in general meetings and the Bengal rules prescribe 
this ; but the English Conference in 1903 advocated the 
usenf the ballot as the system’ of open voting was not cal- 
culated to promote wide selection, representative appoint- 
iments and: iree; choice (Webb), . . 

; , It is a,: mistake to assume that in an association formed 
on a democratic basis, all members will take an equal share 
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in the management and that therefore the personnel of the 
Committee should be frequently changed. All members 
should have equal opportunity to serve, and the members 
of the Committee should regularly come before a general 
meeting for re-election or replacement. Co-operation depends 
for its success on leadership and it would hardly be an ex- 
aggeration to say that every outstanding success has been 
due to some man of striking character.^ The Committee 
should, of course, be chosen from amongst the members. ^ 
Even if this involves admitting to membership some who 
have not the same interests as the general body. In Ireland, 
for instance, it is usual to try to get some persons of more 
education than the average farmer, and, generally speaking, 
the Protestant or the Catholic clergyman, or the doctor, 
or national school teacher are members of the Committee.^ 
Mr. Wolff does not favour a general election of the whole 
Committee at the same time, but prefers a partial renewal 
of the members so as to obviate the possible prospect of an 
entirely new set coming in.^ 

Disqualifications are usually the following : — 

(1) being under the age of 21 years ; or 

(2) holding oflSce or place of profit under the 

society ; or 

(3) holding less than a specified number of shares 

or having been a member less than a specified 

time ; or 

(4) having relatives employed by the society ; or 

(5) being adjudged insolvent ; or 

(6) being found lunatic or becoming of unsound 

mind ; or 


Every society must look to the more energetic, reliable and 
experienced of its members to play a leading part in conducting its aSairs 
The provision of one man one vote, so far from hindering those of out- 
standing character from coming to the top, is likely to help them to do 
so, for it removes the likelihood of directors and officers being elected 
by a favoured few for interested motives. It is probable that in a good 
co-operative society, the president and committee are almost always those 
who have commended themselves to their fellow members by their out- 
standing character Practically all conspicuous successes are to 

be associated with the work of one or two men. (Smith Gordon, 
Co-operation for Farmers, p. 17). 

® In Italy, as the law aims at facilitating the exchange of mutual 
services between the society and its members, it requires that the officials 
be selected from among the members (Monographs II, p. 129). In India 
the by-laws provide for this. 

® CJ, evidence of G. Bussell before House of Lords Committee. 

* Co-operation in India, p. 167. 
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(7) being concerned or participating in the profits 

of any contract with the society ; or 

(8) being punished with imprisonment for a term 

exceeding six months ; or 

(9) (in stores societies) failing to purchase a specified 

amount of goods from the society. 

The South African Act' says^ a director shall vacate his 
office if he absents himself from four consecutive meetings 
of the board without its leave. 

Illiteracy cannot be a disqualification under present 
circumstances although complaint has been made that 
* not infrequently illiterates are chosen as Committee men, 
a thing which should be absolutely prohibited 

If a member carries on any business similar to that of 
the society, he is usually held to be disqualified ; for instance, 
a man who does money-lending for his own benefit, should 
never be made a member of the Committee of a credit 
society. In Bengal, in industrial societies composed solely 
of artisans or workmen, a member in receipt of a salary 
from the society may, with the approval of the Registrar, 
be a member of the Managing Committee. 

Benwval of a member of the Committee may be effected 
for any of the reasons disqualifying him from election and 
also— 

(1) for becoming of unsound mind ; 

(2) for being adjudged Jnsol vent ; and 

(3) for being imprisoned. 

Potmrs qf Committee consist usually in the exercise of 
all powers of the society except those reserved for a general 
m.eeting subject to any regulations or restrictions duly 
laid down by the society and its by-laws. The Committee 
derives its power from the society and is bound by the Act, 
rules and by-laws. It cannot delegate powers to anyone 
unless specially authorised to do' so by general meeting 
or by-laws. It cannot exercise any powers except those 
delegated to it and only to the extent authorised." : 

Duties \of 'the Committee — , 

(I) ' To observe in all their transactions the Acts, rules'; 
'.'...and by-laws ; 


^ T. ■ W.; fia3s©tt^ before' House. Of ''Lords Coouuittea. 
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(4) to facilitate the inspection of books by those 

authorised to see them [cf. secs. 16, 17 ( 3)1 • 

(5) to P^pare and present to the general meeting a 

pront and loss account annually ; ^ 

(6) In credit societies, to watch that loans are applied 

to the purpose approved ; 

(7) to maintain a register of members up to date • 

(8) to call a general meeting on the demand of the 

meeting as to the extent of their authority to renresent the. 

I A iu society aSSs to be 

the 

resulting from such breach (Nicholson). The CommS! 
must exercise the prudence of ordinary men of business 
those who neg ect their obligations are liable to 4e sSw 
for any loss thereby caused^ In accordance Zerl 
members of the Committee in India would be 
liable for any loss sustained by the society bv amr42 
contrary to the law, rules and by-laws (e.a., mMnaa Sn to 

24 andapparenfeesS^^^ 

to Soo^T TbeTofA^V^ arbitration against thJ Committee 
the. rhe toss. For the above reasons the duties of 

ihe society s officers should be clearly specified so that 
offences can be brought home [see appendii A] 2 

such a meeting. ^ ^® 2 .vy penalty is imposed for failure to convene 
buBines?oHhe°sooiSy1aithfuUy.*^^^ *° s-dmimster the 

of the^mmnSs^|L^it'l!fei^”i®' gi'^en in the Brst schedule 
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la Bengal there is a rale that the appointment of a 
salarieci officer in anj society shall be subject to such 
conditions as to qualifications and the furnishing of 
security as may be prescribed by the Registrar. 

(k) prescribe the accounts and books to be 
kept by a society and provide for the 
audit of such accounts and the charges^, 
if any, to be made for such audit, and 
for the periodical publication of a 
balance-sheet showing the assets and 
liabilities of a society ; 

Of the many great services rendered to the country by 
the co-operative movement the introduction and popularisa- 
tion of a good system of accounts is, by no means, the least. 
The mutual confidence of co-operators should not be weakened 
by a loose system of accounts. Business like forms should 
be used at all times. Too much importance cannot be 
attached to this work.^ 

A register of members and of shares may be prescribed 
under clause (^) below. 

Under this clause the minimum requirements in the case 
of a credit society seem to be — 

(1) cash book ; 

(2) ledger account for each member ; 

(3) register showing when repayments of loans are 

due; 

V (4), register of deposits ; 

(5) minute book ; or, as the United Provinces rules 
prescribe in more detail, a book of minutes of 
ail resolutions and proceedings of general and 
special meetings of the society and of 
meetings of the committee. 

PrO'Vinces add'': — 

> ■ (6) ' share transfer register ; 

V L/: '(8): expenses ■ account 

(9) bank account, ' 

(10) receipt book with forms in duplicate ; 

^ Of. Sinekir, p, S9f ' 
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(11) liability ' register sbowiiig the iiidebtedaesa of 

each' member to the society whether on account 
of, loans taken directly by him or on account 
of loans for which he stands surety ; 

(12) (in the case of unlimited liability societies) a 

statement showing the assets and liabilities 
of each individual member at the date of 
admission as well as on the last day of each 
co-operative year. 

The books, if well kept, will in time supply the best 
evidence of each member’s worth as a borrower. The 
deposits and loans of each member will indicate fairly clearly 
whether he is progressing towards prosperity or insolvency. 

Audit . — Under the former Act no charge could be made 
in respect of any audit made by the Registrar. Some 
Provinces (Assam and Bombay) confine payment for audit to 
societies with limited liability and with a working capital 
exceeding Rs. 60,000. The Registrar fixes the charge and 
recovers it under sec. 44. In the Punjab the model 
by-laws now provide that the society shall pay such fee for 
audit as the Punjab Co-operative Union may from time to 
time prescribe. The need for a Government rule disappears 
when a non-official body takes over the work. Bengal 
requires simply that every registered society shall pay the 
audit-fee prescribed by Government. The United Provinces 
have rather elaborate rules. Every society pays an audit- 
fee calculated in the case of a Central Bank at six annas 
per hundred rupees of working capital subject to a maximum 
of Rs. 200, and in, other cases, at three and a half annas 
per hundred rupees subject to a maximum of Rs. 100. The 
fees are credited into the local Treasuries and the Registrar 
employs the staff. In Assam the scale is six annas per 
hundred rupees in the case of primary societies and three 
annas in the case of a Central Bank. In Bombay only 
societies with a working capital of over Rs. 50,000 pay any 
fees. No fee seems to be prescribed in other provinces. 

Fiiblication oj balance-sheet. — A balance-sheet may be 
defined as a classified summary of the balances remaining 
in a set of books after those relating to profit and loss have 
been collected into one account, and including the balance 
of that account, so arranges ■. as to show the assets and debit- 
balances on one side and t le liabilities and credit-balances 
on the other. It should sl'.’jt out the true position of the 
business in such a manner I Is may be easily understood by 





men. of business intelligence.^ The laws of England and 
India agree in requiring periodical publication of balance- 
sheets by all banking, and insurance companies and provident 
or benefit societies. This has usually to be done twice a 
year and the balance-sheet must be kept displayed. Every 
member and every creditor is entitled to a copy (c/. Indian 
Companies Act, sec; ; 136). The Industrial and Provident 
Societies Act requires every registered society ’ engaged in 
banking to make out twice a year and keep conspicuously 
hung up a statement of capital, assets and liabilities ; and 
the Friendly Societies Act requires a copy of the last annual 
balance-sheet to be displayed, together with any special 
report of the auditors. Every member and every person 
interested in its funds is entitled on ap|riication to receive 
gratuitously a copy of the last annual return or an audited 
balance-sheet containing the same particulars. In Germany 
also the annual balance-sheet must be published. 

The usual rule is : — The balance-sheet of each registered 
society shall be laid before a general meeting of the society 
once a year. 

Some provinces have a rule : — 

No society of which any member is a registered society 
shall take into consideration any balance-sheet at its 
annual general meeting or make any distribution of its 
profits by way of dividend or bonus or otherwise among 
its members, unless and until the balance-sheet (for the 
period during which such profits have accrued) shall have 
been certified to be a true and correct statement of the 
position of the said society by the Eegistrar or some 
person authorised by him in that behalf. 

The quarterly statements of liabilities and assets of 
Centra! Banks are now published in the local official 

gazettes. 

(i) prescribe , tbe returns to be submitted by a 
society' to the Eegistrar and provide for 
. tbe : persons by whom and the form in 
' ■■ which such returns- shall be submitted ; 

The minimum returns appear to be — ' 

(1) accoxmt of income and expenditure ; 

(2} profit and loss account ; 


^ Spicer aad Fegler. Pmcfeioal Aaditiag 3rd Eda. p,, 403. 
O, C8A 
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(3) balaBce-sheet ; 

(4) list of sliareliolderB. 

Some Pxovinees merely rule that the societies ■ shall 
submit such returns as the Eegistrar may by ' geaeral':' 
special order prescribe. 

The returns should, as far as possible, be Bubmittel by 
the societies themselves so that they may serve aS au object 
lesson in accountancy. 

The returns should be audited ones, and where the 
auditor is not appointed by the Registrar, his name should 
be given. 

(J) provide for the persons by whom and the 
form in which copies of entries in fcaohg 
of societies may be certified ; 

Bankers Books Evidence Act, sec. 2 (8) runs : — 

** Certified copy ” means a copy of any entry in the books 
of a bank, together with a certificate written at the foot of 
such copy that it is a true copy of such entry, that such 
entry is contained in one of the ordinary books of the hank 
and was made in the usual and ordinary course of business, 
and that such book is still in the custody of the bank, such 
certificate being dated and subscribed by the principal 
accountant or manager of the bank with his name and official 



title. 

Most provinces have issued a rule embodying the whole 
or the greater part of this. 

The costs of anything done or to be done under an 
order of a court or judge shall be in his discretion but if 
costs are awarded to a bank, the bank may recover as if it 
were a party. (N.JB . — The bank should always apply for 
costs if ordered to produce books.) The certificate must 
be dated and signed by the Secretary of the society ox other 
officer ■ approved by the Registrar , (in Punjab, . Bihar uBd: 
Orissa, etc.). Madras prescribes that the copies shall be 
made by the President or the Secretary and shall be certified 
by not less than three members of its managing body, incl tid- 
ing such .President or ' Secretary and shall ' bear the society^'- 
.seal. '' 'The Central Provinces and United Provinces' require ' 
■a second 'signature of an officer or member of the committee' ; " 
'Bombay allows any officer to 'Certify ; Burmah limits this- 
"to the„,GhairmaB:» 
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Ik) provide lor the formation and maintenance 
of a register o member and, where the 
liability of the members is limited by- 
shares, of a register of shares ; 

See sec. 25 and notes thereunder. 

The register of members is essential and its maintenance 
should be compulsory. Where there are no shares and 
therefore no share-list, it is the only record. The Bengal 
rule is simple : The managing committee shall keep such 
books and registers as may be prescribed by the Registrar 
and in particular shall make and maintain correctly up to 
date a register of members. The Punjab is more specific : 
Every society shall maintain a register of members 
showing : — 

(a) the name, address and occupation of each member, 

■* and a statement of the shares held by him ; 

(b) the date on which each member’s name was 

entered in the register ; 

(c) the date on which any person ceased to be a 

member; 

(d) the nominee, if any. 

( 1 ) provide that any dispute touching the 
business of a society between members 
or past members of the society or 
persons claiming through a member or 
past member or between a member or 
past member or persons so claiming and 
the committee or any ofiScer shall be 
referred to the Registrar for decision or, 
if he so directs, to arbitration, and pre- 
scribe the mode of appointing an arbi- 

i trator or arbitrators and the procedure 

to be followed in proceeding before 
the^ Registrar or such arbitrator or 
arbitrators, and the enforcement of the 

decisions of the Registrar or the awards 

of arbitrators ; 

Aeration means the hearing and determining of a 
cause between parties in controversy by a person or persons^ 
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cliosea or agreed to by the parties. The determination of 
arbitrators is called an award (Century Dictionary). 

The legal pandit has raised the question whether a 
dispute relating to a debt due to a society by a member 
is one between the member and the committee or officer 
touching the business of the society ; for the dispute is 
between the member and the society. The general rule- 
making power under sec, 43 (1) is wide enough to permit 
of necessary rules being framed to cover this case. 

At first, Government refused to allow the societies a 
special summary procedure for the recovery of their debts, 
in place of the slow and expensive methods of the courts. 
It would, it was thought, be mistaken kindness to confer 
upon societies arbitrary powers of recovery, and if in the 
absence of such powers a society cannot by means of the 
joint-security ^ven and its own moral authority, collect 
its debts, the failure is due to a careless selection of members 
in the first instance or to lax management. If individual** 
societies could employ special methods in dealing with their 
members, they would be encouraged to become careless in 
administration and to neglect the vital principle that admis- 
sion should be refused to those who cannot be relied upon 
to fulfil their obligations.^ 

But some Local Governments overlooked these instruc- 
tions and framed rules providing for the enforcement of ■ a 
Eegistrar's decision or an arbitrator’s award as a decree o f 
a Civil Court. The Madras Government has gone furthei^" 
and has proposed to frame a rule, under this clause, rendering/ 
all sums, recoverable under the Registrar’s decision or ar i 
award, liable to be collected as an arrear of land-revenue^ 
There is a general concensus of opinion that an award shouh' i 
be executed as a decree ; and, if the existing Act does no'.t 
permit of a rule to this effect, it should be amended so a.^^ ^ 
to permit of such a rule being framed. ? 

The clause follows very much the English law. The t 
Friendly Societies Act directs that disputes shall be decided * 
in manner directed by the rules of the society and the decision ^ 
so given shall be binding and conclusive on all parties without ;■ 
appeal and shall not be removable into any Court of law , 
or restrainable by injunction ; it allows the parties the 
alternative of referring to the Registrar. 


GoTerumeati o! ladia Resolution ; but this and the corre.'ipOndia 
clause of the former Aot were inserted with the intention of avoidir ig: 
iitlgftfeioit and the trouble, expense and delay attending it, _ ; ' , 
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mi 

Tbe Etiglish Courts have taken a very sensible view 
of these- arbitration proceedings as the following quotation 
from a ruling will show : — ^The Legislature intended carefully 
to provide that these societies should not be dragged before 
Courts of Law or Equity, if it could possibly be avoided, 
and has taken care to enact that the whole discussion of their 
afeirs shall be disposed of in a cheap and summary manner 
by the decision, of an arbitrator (or justices) . . . . ^ 

the power of the justice or the arbitrator is complete and is 
not subject to revision by any Court of Law or Equity. That 
is the primary matter to which attention must be drawn 
and it is necessary to be extremely carerful that the jurisdic* 
tion of this Court shall not be set up to control the arbitrators 
•so selected except upon a very clear and distinct case being 
made out of their abuse of their office. 

A reference to the Indian case-law on arbitration shows 
that there are so many pitfalls for an arbitrator that a 
discontented party can always point to some defect to secure 
interference from the Court. 

Although the Committee of Management are not proper 
parties to determine disputes, there is nothing objectionable 
in requiring disputes to be in the first instance considered 
by the Committee with a view to terms being arranged. 

In England eompuisoiy arbitration was for long con- 
.sidered impracticable but it was adopted after 1867 and is 
now common. 

In England, and presumably also in India, all moneys 
payable by a member to the society are deemed to be a debt 
due from such member and are recoverable as such. This 
would include calls on shares. In Trades Unions subscriptions 
generally cannot be sued for in court. 

What is a dispute 1 Ordinarily the word ^ dispute,’' 
includes all matters which could form the subject of civil 
litigation; and so presumably would include a 'debt due 
to a society, payment of which is not made on demand, 
whether the fact of the sum being due is questioned or not. 
Most Local Governments seem to have adopted this view 
but it would appear that in Bengal, a debtor has only to 
admit Ms debt and he is secured from the arbiteration proce-. 
dure. Opinion seems to be unanimous that if a debt is'' 
overdue and the defaulter fails to pay or to show adequate 
cause for non-payment, he is liable to be proceeded against 
under the rule of compulsory arbitration, and the sum awarded ' 
should be recoverable as a decree. A' dispute relating to a 
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debt is none the leasau dispute whether the amount is or ia 
not admitted by the borrower when a demand of payment 

IS made and is either refused or not complied mtli. 

Generally disputes, other than those relating to money 
due, should be referred to the general meeting whose decision 
should be final ; but m the case, for instance, of an expeUed 
member claiming to be re-admitted the matter would mor® 
imtably be settled by arbitration.^ 

The various Provinces have somewhat different rules- 
Ihose m the Punjab seem to be most detailed and may be 
quoted as an example. ^ 

a ■ 1" dispute touching the business of a Co-operative 
society between members or past members of the society 
or persons claiming through a member or past member or 
between a member or past member or persons so claiming 
and the Committee or any officer, shaU be referred to the 
Kegistrar. Reference may be made by the Committee, or 
y the society by resolution in general meeting, or by any 
prty to the dispute, or, if the dispute concern a sum due. 
trom a member of the Committee to the society by any 
member of the society. ^ ^ ^ 

■ ^ ‘dispute’ includes claims on the part of a 

society for money due to it from its members. This would 
include an instalment of share capital but would not include 
a subscription not authorised by the by-laws. 

‘Person clainfing through a member ’ includes the heirs, 
executors or administrator and. assigns of a member and 
also his nominee where nomination is allowed (Industrial 
nd Proviuent Societies Act), The rules of a society are 
oinding on these persons. 

n- referred ’’—this excludes the jurisdiction of 

the Cpil Courts. If, for mstance, a member sues a society 
S!- * ""I «¥re-*“«>ney or share of profits, etc., the 

Giety may plead this ^ule and so remove the case outside 
r Court and there can be no proceedings 

for injunction. This, of course, does not apply to the case 

ot non-member depositors or other creditors (non-members) 
who may sue in Court. uiomuci!*; 

As criminal courts follow the decisions of civil courts 
on que3tion.s of fact, the compulsory arbitration-procedure 

(8) satfcioa 68, Friendly Societia. .\ct:-the 

TmamW ‘ oil the queetiou whether 

» member or petaoa aggrie\-ed is entitled to be or to continue to boa. 
member or to bo reinstated as a member. ro oo a 



^ B. 0. Baiierji, Tr^a-tiaa oa the Law ol Arbitratioa ia luJia, 
l>p. 26-27* 


eadiag ia ...a final decree, serves to reduce opportuaitias for 
erimiiml litigatioa. 

A dispute as to whether a person was or was not 
member of a society would not be included in this rule* 

Section 28 of the Indian Contract Act (IX of 1872). 
declares to be void every agreement whereby any party 
thereto may be restrained from enforcing his rights by the 
usual legal proceedings in the ordinary tribunals. But an 
exception to the section provides that a contract by which 
two or more persons agree that any dispute, which may arise 
between them in respect of any subject, or class of subjects 
shall be referred to arbitration is not illegal. Such an agree* 
ment may be filed in court and carried into effect. It may be 
an agreement to refer present or future differences. The 
provisions in the Contract Act and the Specific Relief Act 
amount to this, that if a person, who has contracted to refer 
to arbitration any dispute that might arise in future between 
him and another, refused to do so, his contract would be a 
bar to his maintaining or carrying on a suit in respect of the 
subject-matter of reference.^ 

The concluding sentence of this rule is intended to meet 
the case where a debt is owed by a member of the committee, 
and the other members refrain from proceeding against him. 
Most provinces have not yet adopted this device. 

2. The Registrar may either decide the dispute himself, 
or appoint an arbitrator, or refer it to three arbitrators, 
of whom one shall be nominated by each of the parties 
the third shall be nominated by the Registrar and shall 
act as chairman* When any party to a dispute fails to 
nominate a suitable arbitrator within fifteen days, the 
Registrar may make the nomination. No legal practitioner 
may be nominated as arbitrator by any party. 

Note : — The object of securing quick decisions based on 
equity would obviously be defeated if each party were allowed 
to nominate a legal practitioner to represent him under the 
cloak of an arbitrator. 


Any person, in whom the parties have confidence and to 
whose decision they may chose to refer their dispute 
difference, may be selected to act as an arbitrator, provided 
he. is not prohibited from so acting by an express provision 
of a Statute or by reasons of public policy. Every 
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IS free to choose his owa judge for the settlement of any 
matter in controversy between himself and another ; and the 
judp so chosen, if accepted by the opposite party, is clothed 
mtli authonty to arbitrate upon the controversy referred to 
mm. If the parties choose an incompetent or unfit person 
that IS their own affair.* F ^ 

3, In such proceedings the Registrar or arbitrator 
snall^Jiavepowerto administer oaths, to require the attendance 
ot tlie parties and witnesses, and require the production of 
all necessary books and documents by a summons delivered 
orally or _ sent by hand or by registered post or through the 
nearest cml court having jurisdiction in the area in which 
tne society operates, and shall further have power to order 
the expenses of determining the dispute to be paid either 
out of the funds of the society or by such party or parties 
to the dispute as he may think fit. 

wording follows that of the Friendly Socie- 
ties Act. The power to administer oaths is already conferred 
by sec. 4 of the Oaths Act (X of 1873), but not the power to 
administer an oath under sec. 8 as he is not a court.^ 

The Evidence Act (see section 1) does not apply to 
proceedings before an arbitrator, who is not required to 
comply stnctly with the rules laid down in that Act. It is 
not a valid objection to an award that an arbitrator has not 
acted in strict conformity with rules of evidence.3 At 
tne same time as it is important that awards should carry 
the same weight and command the same respect as judicial 
decisions, arbitrators should follow the spirit of the Evidence 

reference and of the arbitration- 
proceedmgs shall, unless otherwise provided by the order of 
reference, be in the discretion of the arbitrators or umpire 
who may direct to and by whom and in what manner these 
costs shall be paid. A general reference gives the arbitrators 
exclusive jurisdiction to deal with the costs of the suit, 
award^^^ cannot order costs to be paid contrary to the 

arbitrator moves the court to issue process, the 
court shall thereupon issue process in the same manner as it 

* B. C. Banerji, Treatise on the Law of Arbitration in India, p. JS2, 

® Ibtdf p. 212. 



* D. C. Banerji, Treatiss on the Law of Atbitration in India, p. 193, 
following. 7 Bom. L. R., 5(i0 — 1905. 

“ Ibid, p. 200, c/. 66 P. E., 1907. 

» Ibid. p. 195. * Ibid, p. 223. 


s. 43.] 


BtJLJES, 


%?oiikl issue in suits tried before it. A court may also issue 
c-ominission for the examination of any witnesses in the 
same manner as it would in a trial before itself.^' . 

4. The Registrar or arbitrator shall hear the evidence 
of the parties and witnesses who attend, and, upon that 
evidence and after consideration of any documentary evidence 
produced by either side, a decision or award shall be given in 
accordance with justice, equity and good conscience, and 
shall be reduced to writing. In the absence of any party 
duly summoned to attend, the dispute may be decided 
against him in default. When three arbitrators are 
appointed, the opinion of the majority shall prevail. 

Note : — The arbitrator must not make his award without 
hearing all the evidence ; both sides must be heard in the 
presence of each other (except in ca; parte proceedings). 
The arbitrator should be careful not to examine a party 
witness except in the presence of the opposite party 
The arbitrator should give notice, that, in the absence of 
either party on the date and at the place fixed, he will proceed 
parte. He may so proceed where one of the parties keeps 
back his evidence to delay the reference, or will not attend 
when called upon, with a view to defeat the reference. If 
upon notice given by the arbitrator, a party does not appear, 
the arbitrator may proceed ex parte. But if he proceeds 
ex parte without sufficient cause, or without giving the party 
absenting himself clear notice of Ms intention so to proceed, 
the aw'ard may be avoided.^ 

The award implies an adjudication or decision by the 
arbitrator upon the matter submitted to him. It need not 
be a reasoned judicial decision and it need not contain reasons 
for the deoision.^^ ' 

5. Any person duly summoned by the Registrar or 
■arbitrator to appear before Mm or to produce any document 
and failing to do so shall be liable to the penalties prescribed 
in paragraph 7 (2) of the second schedule of the Code of Civil 
Procedure, 1908. 

Note:— This runs as follows: Persons not . attendmg 
in accordance with such process or making any other default 
or refusing to give their evidence, or guilty of any contempt 


186 THS ,CO-OPEEATI¥K SOOIETIES ■ [S.- l 

to tie arbitrator or umpire duriag' the investigation of the 
matters referred, shall be subject to the like disadvantages, 
penalties and punishments, by order of the court on the 
representation of the arbitrator or umpire, as they would 
incur for the like offences in suits tried before the court. 

6. Any party aggrieved by an award of an arbitrator 
may appeal to the Registrar, in person or by agent, within 
one month of the date of the award. 

Note : — Some provinces provide for an appeal against 
the decision of the Registrar. 

Arbitrators are final judges, not only of all matters of 
fact, but also of all matters of law, which arise in the courso 
of the proceedings before them, or which are involved in 
the decision of the subject-matter of the reference.^ If an 
award is regular on the face of it, the court will presume, 
unless the contrary be proved, that everything has been 
rightly and duly performed.^ The arbitrator cannot be 
examined as a witness as to the grounds of his decision ; he 
cannot be examined in respect to those matters which 
influenced or induced him in arriving at certain decisions ; 
but he may be examined as to matters that passed before 
him, which would be an admission of parties, and which 
would assist the court in coming to a right conclusion. He 
may be called to prove his own mistake or misconduct.^ 

7. An arbtrator^s award, if no appeal has been made 
within a month, or a decision of a Registrar originally or in 
appeal, shall not, as between the parties to the dispute, be 
liable to be called in question in any civil or revenue court, 
and shall be in all respects final and conclusive, except 
on proof of the receipt of a corrupt gratification by the 
arbitrator. 

Note : — ^ on proof,’ not on the allegation. 

8. A decision or award shall, on application to any 
civil court having jurisdiction in the area in which the society 
operates, be enforced in the same manner as a decree of such 
court. ' 

N ote : — This rule has now been adopted in most 
provinces ; it is a defence of the principle of arbitration 
against the rulings of appellate courts which, together, render 


s. 48,} 


EUIiES. 


18T 


the whole matter in dispute liable to be called in question 
on appeal. Experience shows that if any loophole is allowed, 
the intention of preheating these societies from being dragged 
into court will be frustrated. If the other party denies that 
any award has been given, the award will have to be proved. 

But it is usually sufficient to call upon the party to admit 
the award. (Civil Procedure Code, First Schedule, Order XII 
" rules.) ■ ■ 

9. In proceedings before the Registrar or an arbitrator,, 
no party shall be represented by a legal practitioner. ^ 

Note :' — In England, arbitrators may decline to hear 
counsel. Some provinces do not exclude legal practitioner 
from appearing in an appeal before the Registrar. This 
rule does not exclude legal practitioners from being consulted 
before reference, or from appearing in execution-pro- 
ceedings. 

It is worth noting that, under the English practice, 
where no decision is made in a dispute within forty days 
after the aggrieved person has made application for the 
matter to be dealt with under the rules of the society, such 
person may apply to the county court to determine the 
dispute.^ 

The following paragraphs of the Second Schedule of 
the Civil Procedure Code (1908) ^re reproduced here for 
reference. 

14. The Court may remit the award or any matter WUere 
referred to arbitration to the re-consideration of the same 
arbitrator or umpire, upon such terms as, it thinks fit , refeired to ' 

{a) where the award has left undetermined any of the 

matters referred to arbitration, or where it remitted, 
determines any matter not referred to arbi- 
tration, unless such matter can be separated 
without affecting the determination of the 
matters referred ; 

: (5) where the. award is so indefinite as to be incapable 
of execution 

(c) where an objection to the legality of the award 
^ , ■ is apparent upon the. face of it. 

15. ■ {!) An award, remitted under para. 14 becomes 

voido arbitrator 'or umpire to re-consider it. 


^ Sd 0 Go-op8traMv© Gmoa’s Industrial aud Proyidenfc Socistioa 
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g® of the following 

(a) oorr^Jjon^or misconduct of the arbitrator or 

“*tnc£lmen^5“® fraudulent 

concealment of any matter which he ought 

to have disclosed, or, of wilfully misleading 
or deceiving the arbitrator or umpire ; 

^^*0^ ^^0 issue of an 
£d nrn *^®^ourt Superseding the arbitration 
and proceeding with the suit or after the 
expiration of the period allowed by the Court 
or being otherwise invalid. 

clause^ nww becomes void or is set aside under 

c ause (I), the Court shall make an order sune’-sedinv rtp 
arbitration and in such case shall proceed iSX si 

Arbitration without ike intervention oj a court 

“--tl) TO.,e anj matter las been referrri to 

p) The application shall be in writing and shall K<a 

SSuTth^fh ^ ^ applicaS: £ 

piaintitt and the other parties as defendants. ^ 

grtS JfcSSLtS 

.txs S'- 

has been rrferSoai!-f*^T^ 

cf such , , eiened to arbitration and that an award has been 

*™-'' SSSin Zr/u" ^ S 

order th£awa£ £ it Court shaU 

oraei the award to be filed and shall proceed to Dronoiinr>P 

judgment according to the award. 

judgment so pronounced a decree shall 

fartt’the decree except in so 

(m) provide for the withdrawal and expulsion 

^ 01 members and for the payments^i if 


referred to 
arbitration 
without 
intervention 
of Court. 
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any, to be made to members wbo witb- 
expelled and for tbe 
liabilities of past members ; 

Withdraml. The right of withdrawal is characteristic 
?. co-operative societies. Its importance varies with the 
liabihtj. In societies of unlimited liability, a member must 
be able to withdraw before any liability is incurred to which 
he objects. He is only liable for the debts as they exist 
at the time he ceases to be a member (sec. 23), and therefore 
it IS of little use allowing him to retire after so many months’ 
notice. The right to withdraw is thus a verv valuable check 
on carelessness or rashness, but at the same time precautions 
must be taken to prevent such a wholesale withdrawal of 
rnembers as would leave the creditors of the society without 
adequate security. These precautions must be set out in 
the by-laws and once so set out, they cannot be altered 
without an alteration of the by-laws which requires the 
approval of the Registrar. A resolution of a general meeting 
IS, of itself, insufficient. When a man joins a society he 
should know how he can get out of it. Compulsory retention 
of membership destroys mutual confidence. ^ In Germany 
a member has the right to withdraw, he must give three 
inonths notice and the withdrawal takes efiect ^ the end 
of the business year. If he ceases to reside within the 
society s area [sec. 6(1) (a)] both aides may insist on with- 
drawal. The share-value is paid to him but he has no claim 
on the reserve or other assets and may be made to pay up 
his share of any deficit ; his legal claim to share capital 
lapsesm two years ; if the society is dissolved within six 
months the withdrawal is null and void. 

It has been held that withdrawal here relates only to a 
direct voluntary withdrawal and not to a cessation of 
membership as a result of disqualification under the Act. 

Paynmnt on withdrawal— As societies with withdrawable 
share-capital and limited liability should not carry on the 
business of banking, these societies should not ripay the 
share-value but should leave the retiring member to transfer 

Socirtie{’ t?* P- Co-operative 

^ members by their rules to remain in the society 
for a term not exceeding two years. In Belgium and Italy also a society 

either for a given number of years or 
the period of the society’s existence. But the general rule is tn ILw 
retfement. Membership"^ in a Co-operative Socil^y'^is f^Iunt ® b^^ 
Sd?p.^07T Co-operation at Home and IbS 
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to a HieBiber. TMs does not apply witb itM's 
Hnlioaited liability societies. Mr. Wolff says withdrawable 
shares encourage people -to come in but he would insist on 
.a fair notice and make withdrawal permissible only at the 
end of the financial year. 

Expulsion , — The principle of careful selection of 
members carries with it the right to expel in order that 
^ny one deteriorating in conduct or character and thereby 
prejudicing the society may be got rid of. 

The by daws should provide that 

A member may be exp#ed — 

(^i) if he fails to fulfil his obligations in the matter 

of dues. (The Schulze-Delitzsch model rules 

allow ■ only three months’ arrears,' BaiffeiseE^ 
rules allow six months); 

(ii) if he becomes a member of another similar society;' 
and refuses' to withdraw; tHs ; v 
necessary in the case' of societies, for production 
and sale. In accordance with the policy of 
publicity, each member has ■ the right to 
inspect the books of the "Society and may give • 
away information 'to a' rival society -of 'which ' 
he is also a member 

(in) if it be foimd necessary to proceed against him 
for debt ; 

(w) if he becomes bankrupt , 

(t?) if he engages in acts contrary to the principles 
of the society ; 

(t)i) if he becomes insane (and so incapable of 
incurring legal liability) ; 

Italy adds : — 

{vii) if he be convicted by a criminal court {especially 
of bribery, forgery, theft, or fraud) ; 

if he shall have committed an act considered 
dishonourable by the Managing Committee. . 

Distributive societies usually reserve the -right to 
expel any member who ceases to deal with them or whose 
purchases fall below a fixed minimum.^ 


^ Powell, pp. 43, 44. Herrick, p. 277. 

® Tke Kew York State law oe Co-operative Agricoltuml, Hairy 
aod Hortiemltiiral Societies eoacts that auy such asBOciatioB may admit 
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If a. member of an unlimited liability society Joins 
another one and so pledges his liability twice otoi*, he 
mmt be expelled. 

, A bankrupt must cease to be a member if the holding 
of a share is a condition of membership, for all his property 
becomes vested in the assignee. 

The following rules are usually prescribed for societies 
with unlimited liability. 

(1) A member may, provided he is not in debt to his 

society or is not surety for an unpaid debt, 
withdraw from the society after giving one 
month^s notice to the Secretary.^ 

(2) A member who ceases to be qualified under the 

by-laws may (or shall) be removed by the 
Committee. 

(3) A member may be removed or expelled from the 

society in accordance with such procedure and 
for such causes as are prescribed by the by- 
laws and not otherwise. 

(4) A member withdrawing, removed or expelled 

from the society shall be entitled after the 
period prescribed by sec. 23 to repayment, 
without interest, of any money paid by him or 
his predecessor in interest towards the purchase 
of a share or shares. 

This last rule cannot be applied to societies with limited 
liability, as, in these, the share-money is ordinarily not 
withdrawable, so long as the society owes money to creditors. 
In limited liability societies the right to withdrawal is not 

■important. ■ ■ . . ■ 

(n) provide for the mode in which the value of 
a deceased member’s interest shall be 
ascertained, and for the nomination of 


m members persons engaged in agriculture, dairying or horfcieuitnre. 
Any person shall forfeit; his membership upon proof being made to the 
Association that he has ceased to be engaged in agriculture, dairying or 
horticulture.— .'. 

^ In a society of unlimited liability, a member should be allowed 
to withdraw at once before a resolution, incurring a liability to which 
he objects, is passed. But as this might permit of a sudden collapse 
•of a ^ society with outside liabilities, a period has been prescribed in 
■which arrangement could be made for liquidation or for meeting these 
liabilities* 
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a p-^Tson to whom such interest may be 
paid or transferred ; 

See notes to sec. 22, 

Deceased member's interest, — Some Provinces have the 
following rule 

The sum representing the share or interest of a deceased, 
member in the capital of a society with unlimited liability 
shall, for the purposes of sec. 22, sub-sec. (1), be the amount 
actually paid up towards the value of the share or shares, 
held by him (and Burmah adds :) unless the by-laws provide 
for calcination thereof otherwise. This rule makes no allow- 
ance for losses- In Germany the value is calculated after 
examination of the annual balance-sheet, and this is clearly 
the best method. The Friendly Societies Act limits the 
value of the share so devised to one hundred pounds. 

Nomination, — All Provinces have made similar rules 
providing that : — 

(1) a member may (or shall) nominate a person (and 

only one) to whom under sec. 22 his share or 

interest shall be transferred ; 

The Indian Acfc follows the Friendly Societies Act and allowsi 
only one person to be nominated. The Industrial and Provident Societies. 
Act allows more than one because the object of many societies is to provide- 
provident funds for widows, and children). 

(2) a member may revoke or vary such nomination 

by writing ; 

He must do this during his life-time, he cannot revoke it iai 

Ms will). 

(3) the nomination must be registered in the books 

of the society kept for the purpose ; 

(4) the member must report the death of his nominee ; 

to these Madras, Bengal, Punjab, etc, ; add : 

(5) the nominee may become a member only if 

admitted by the Managing Committee, 

The rules are taken from the Friendly Societies Act 
(sec, 56) which adds that the nominee must not be an officer 
or servant of the society unless he is related within a specified 
degree to the nominator. 

A minor member cannot legally appoint a nominee. 

In England, the marriage of a member operates as a. 
revocation^of any nomination previously made by a member,. 
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It is to be Boted t-bat where the rules provide a method 
of revocation of the Eomiaation, a uominatiou is aot revocable 
ia any other way than that prescribed, e.g.^ by the subsequent 
will of the nominator. The rules bestow no power of bequest 
but merely enable a society to dispose of a deceased member^s 
interest without litigation. The society is bound to follow 
the nominator’s expressed wish ; it must never become a 
party to any family arrangements in regard to division of the 
property. It must pay to the person nominated or to '' such 
person as may appear to be the heir or legal representative ” 
and leave him to fail in with any private arrangement. In 
England a society which, on receiving satisfactory proof of the 
death of a member, fails to pay the amount due to the 
nominee, commits an ofience. 

The Act should confer upon societies similar powers 
to deal with the interest of members who become insane. 

(o) prescribe the payments to be made and the 
conditions to be complied with by mem- 
bers applying for loans, the period for 
which loans may be made, and the 
amount which may be lent, to an indivi- 
dual member ; 

In Germany the assent of the Board of Supervision is 
necessary to any loan granted to a member of the Committee, 
in Oregon, U. S. A., it is prohibited by law and generally 
there is a rule prohibiting such loans entirely during the 
term of office. They are also not allow^ed to be accepted 
as sureties. Mr. Wolff says : Whenever a bank has suffered 
serious loss — ^in Germany at any rate — the cause has generally 
been that one or other of the Committee has been trusted 
;; with excessive credit, and hence the need of a Board of 

Supervision.” The same trouble occurs in India and the 
; Committee on Co-operation suggested the fixing of a 

maximum loan for each member in order to remove it.^ 

Order of 'preference, — A Burma Conference put the order 
of precedence thus : cattle, debts, annual expenses of culti- 
I vation or living, redemption of land, purchase of land. The 

^ Gj* Madras Annual Report 1915*16 : The natural tendency of 
^ puachayetdars to appropriate the major portion of loans for themselves 

I and their dependants and friends is repressed by by-laws requiring the 

j sanction of the general body of members to such loans ; while another 

by-law, now being generally adopted, disqualihes a punchayefcdar lor 
office if he has defaulted in respect of his own loan tor three months. 

I 0, CSA IS 
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same Province had a by-law that no member should receive 
a new loauj if there are applications ^ pending from members: 
who have received no loan. 

Shoit term loans (fox six months or a year) should 
generally be given preference over those for a longer term ; 
the Italian popular banks give preference to loans for the 
amallest amounts. The object must be to make the best 
use of the money available. If one member has a large 
loan for a long period of, say, three years, the other members 
are prevented from using that money. Mr. Wolfi does not 
favour a hard and fast preference for the small loan and 
would pay more regard to the character and purpose of the 
loan than to its size. 

A banker reqnires to know the amount of the advance 
desired, the purpose for which it is granted, the length of 
time for which it is required and the security, if any, which 
is to be given for it. These points may be discussed in 
order. 

Amount which maxj he Zent —Under the Friendly Societies 
Act it is prescribed that a society shall not make any loan to 
a member on personal security beyond the amount fixed by 
the rules, or make any loan which, together with any money 
owing by a member to the society, exceeds fifty pounds 
(Rs. 750). In German rural societies 78 per cent, of the loans 
do not exceed £50. The maximum should be fixed moderately 
low as the main security is personal security and experience 
.shows that there is a low limit to the loans which can reason- 
ably be advanced on this security. At the same time, as 
Mr, English^ has pointed out, one of the lessons learnt 
in the past is that, within the limits of security and pro- 
ductivity, there is no benefit or safety in lending too little. 
In Roumania the maximum is £40. In Bombay the by-laws 
fixed Rs. 500 while in Burmah at one time Es. 200 was the 
limit. In Madras the by-laws prescribe the maximum ; the 
niiith Bengal Provincial Conference decided that primary 
societies should not advance loans exceeding Es. 260, without 
the previous consent of the Central Bank and this has now 
been made a rule. The Fourth Departmental Mysore Con- 
ference (1917) decided that the maximum loan to individual 
members be fixed at Rs. 1,000, in ordinary cases and at 
Rs. 2,000 in special cases. The Russian small credit society 
fixes the maximum at Rs. 500 (approximate) for ordinary 


Bvmaa Maaiiaal, p. 
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loaas and at Es. 1,000 for loams secured by mortgage on 
grain. 

Througbout all forms of banking it is the big accounts 
tbat constitute danger ; many bank failures have been aue 
to the facilities granted to a few favoured accounts, and 
most bankers set their face resolutely against big loans. In 
India the question is complicated by the absence of Land 
Mortgage Banks or even any widespread banking system. 

The Village Credit Societies are therefore called upon to 
advance loans for purposes that in other countries are 
regarded as outside the proper sphere of their operations 
and for amounts that elsewhere would be considered unwise. 

In rural areas there is no sound system of credit ; one is 
being slowly built up and in the course of construction 
existing conditions have to be considered. 

The limit to be fixed depends on the purpose in view. 

If for instance loans to zemindars are to be restricted to what 
is needed for agricultural purposes, the maximum will not 
be high. But if attempt is to be made to pay off all the debts 
of a member on admission [see sec. 43 (d)] larger sums must 
be lent. The Committee on Co-operation did not advocate 
this. In relieving debt without any corresponding effort 
on the part of the debtor, there is real danger of weakening 
Lis strength of character. It is best to pay off part of the 
•debt at a time (para. 37).^ 

The sixth conference (1912) considered that it would 
be a good thing to encourage societies to fix an annual limit 
for themselves and this is now generally done. The seventh 
conference (1913) resolved that it was premature to lay down 
the principle that in limited liability share societies, the size 
of loans should be proportionate to the share-capital paid 
up by borrowers.^ The Committee on Co-operation 
considered that the necessity for fixing the limits up to which 
individual members should receive normal credit is due 

^ The American Federal Fam Loan Act allows loans for the liquida- 
tion of existing indebtedness. 

® In French credit societies, no limit has been prescribed by law 
m to the size or length of the short term loans. In some of the societies, i 

the size is proportioned to the sums paid up by the borrowing member • , 

on his shares, and may not exceed iO, 15 or 20 times that amount ; m 
othem the maximum is fixed between Rs. 600 and Rs. 1,200 (approximate) 
but in every ease the credit rests upon the character of the borrower, 
and no person, no matter how well to do, can get a loan unless his 
reputation for industry and honesty is good. The loans generally run 
lor three months, with .right to one, two or . ' three - renewals. Heriicb, 
i** 340. 
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largely to the fact that in the absence of such a standard 
there is a temptation for the members of a Committee to 
sanction larger loans for themselves and their friends than 
is equitable. The annual general meeting now generally 
fixes the maximum normal credit for each member for the 
following year. This limit the Committee is forbidden to 
exceed on its own authority. Cases in which additional 
sums are required {e.g., to discharge old debt, or to release 
land from mortgage), have to be referred to the general 
meeting. A member is not, of course, entitled as of right 
to obtain the full amount fixed. The object has to be con- 
sidered and approved and the paramount consideration must 
always be the certainty of repayment. 

The original Punjab by-laws provided that no member 
should be given a loan greater than one-tenth of the total 
working capital. In Hungary the loan to any member must 
not exceed 15 per cent, of the whole of the society’s capital^ 

The 'purpose or object oj the loan , — This controversial 
subject requires somewhat lengthy treatment. The main 
guiding principle is very simple, the extent to which it may 
in practice be departed from is the reverse of simple. It 
must be assumed that every loan will be repaid by the 
borrower. This repayment must be made from his income 
or from his capital. It will cause him loss unless the expendi- 
ture of the loan has yielded a return bigger than the loan 
itself. But the society exists not to cause loss but to increase 
gains ; so that unless a loan is going to save the borrower 
something more than he will have to repay, it will not only 
cause him loss but it will contravene the objects for which 
the society was started. If the return from the expenditure 
of the loan covers principal, interest, and a little profit, the 
loan is productive. But as few cultivators keep accurate 
accounts, it is almost impossible to say confidently how far 
additional expenditure will bring in additional profit. Thus 
the importance of proper enquiry into the object of the loan 
cannot be too strongly insisted on. No banker lends money 
in the dark and even the village sahukar notes the object 
of the loan in Ms books. , The Act itself says nothing about 
the object. The resolution recited that Government has 
deliberately refrained from placing any restrictions on the 
object for which loans are granted.^ It would be suicidal 


^ Monographs, cf. Herrick, p. 37. 

® The GoverameEfe o£ India rejected, the [proposal to insert that 
** no loajas should be permitted except for productive expenditure ’’ mainly 
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for societies to place any absolute prohibition on the grant 
of loans for unproductive purposes. The society occupies 
the place previously held by the moneyJenderj and it must 
give loans for all purposes fox which loans are essential, 
including any social expenditure required by public opinion, 
and if it failed to do this it would only encourage its members 
to resort to money-lenders. The Government of India, 
however, did not mean by this that loans should be given 
when they were not necessary. Loans must not be made 
where no profit or saving can be shown. If a member must^ 
have money for his marriage), he may have it from the 
society. The Committee of 1901 pioposed to restrict loans 
for marriages and domestic occurrences to members who 
had had deposit accounts with the society for the past 
three years and to an amount not exceeding 50 per cent, 
of the annual average of this deposit account for the 
previous three years. The Famine Commission, as we 
have seen contemplated loans for reproductive purposes 
only being taken from the society and loans for marriages, 
etc., from the village money-lender. The first conference 
(1906) was of opinion that no order should be issued restricting 
loans to any specified classes of purpose. The third confer- 
ence (1908) decided that it would not be advisable even if it 
were possible to refuse loans for non-productive purposes. 
The true distinction in India is not between productive 
and unproductive loans but between unnecessary and neces- 
sary loans, and the members of the society must be left to 
decide for themselves whether a loan is necessary or un- 
necessary. The fifth conference (1911) expressed the opinion 
that in societies with limited liability there was a tendency 
to omit proper enquiries as to the object of the loan and urged 
that in all cases the recording of the purposes of the loan 
must be insisted upon and the Committee must see that the 
loan is applied to the purpose for which it is given. In 
1912 the Government of India admitted that loans for neces- 
sary purposes might be granted and the Committee on Co- 
operation endorsed this and even stated that loans for un- 
productive purposes w^ere in some cases not only permissible 
but advisable. They added, however, that precaution 
should be taken by societies to see that the expenditure 
was inevitable and that it was not excessive in amount 


on the ground thcbt whatever restrictions might be imposed by hw, it 
would be impossible to enforce them, while their mere existence would 
encourage evasion and deceit (Sir I>. Ibbetson, cf, Ray, p. 271), 

^ ' 'But,' as Mr, Wolfi says necessity alone will not Justify loans if 
there is no certain, prospect of recovery/ 
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{para, 62). The general rule remains fchs same. Loans 
must ordinarily be for productive purposes only, and anv 
departure from this must be made with great care and it 
miKt be realised that such a departure is an exceptional 
and not an ordinary proceeding. Loans for unproductive 
purposes are permitted as a concession to customs which 
caimot be eradicated. They must ever be a danger to the 
societies and a source of weakness to the members. The 
first rule is that loans to members shall only be made on the 
condition that the purpose for which money is borrowed 
IS such that there is a sufficient prospect of the loan repaying 
itseu by the production, business, or economy which it will 
enable the borrower to effect. Mr. Wolff would strictlv 
adhere to the rule of loans for productive purposes only so 
toat the employment becomes a pledge for its own value 
Ihe loan should repay itself out of its own proceeds. Sir 
iloraM Plunkett expresses the intention clearly when he 
says that once a community has learned the difference between 
arrowing to spend and borrowing to make money, it is on 
the road to prosperity. It has been argued by an Italian 
writer that the restriction of loans to agricultural objects 
prevents the development of credit, and implies that the loan 
IS given not to the member but to such and such an aari- 
^tural operation. The personal factor is thus diminished. 
■He thinJffi that as members are habitually engaged in agri- 
culture, It may be assumed that they would devote the loan 
to their land. Unfortunately, in India at least, the culti- 
vators have not yet realised the full advantage of putting 
capital into the land, and loans for purposes other than 
agncultural must be granted sparsely and under close super- 
mion. Tffis is not confined to Co-operative Societies. 
■Bankers will advance money to finance transactions directlv 
coMeetea with the borrower’s business but insist on very 
wa particulars when money is required for other purposes. 
Ihe banker inust know what is to be done with the loan as 
he wishes to be assured that its expenditure will strengthen 
and not weaken tiie position of the borrower. It is no 
argument in favour of unproductive loans to say that they 
are MIy secured. Sureties may be quite good but they 
do not e^ect to be called upon to repay and they resent 
any effort to recover from them. The success of co-operative 
societies and the confidence they can attract from outside 
spends upon the ability and desire of the members to put 
the borrowed money to productive uses and to repay the 
loan out of the profits made thereby. Each loan should 
mean so much eammg capacity, so much producing 
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power for tlie iiidivMiia! borrower {e/» Committee's Reports 
para, 2). 

In allowing loans for unproductiTe purposes, every 
precaution must be taken to see that tbe purpose is necessary,, 

, that .the expenditure is not excessive and that the Joan ia 
applied to it. Supervision is far more necessary in these 
cases than when the loan is for a productive purpose. Un- 
fortunately the object in India is frequently falsely stated 
and the United Provinces Conference thought it w'-as practi- 
cally impossible to check such untruthful statements effec- 
tually. There must be in the bond a provision for recalling 
the loan within one month or immediately if not properly 
applied and at inspections the strictest enquiry into the 
proper use of loans must be made (c/. Committee’s Report, 
para. 63).^ The Poona Conference (1916) adopted the useful 
suggestion that the credit of individual members should be 
assessed under two heads : current agricultural expenses 
’ and other purposes. For the former Mividual cash credits 
might be opened. The Committee on Co-operation considered 
(para. 73) that when societies are firmly established on 
correct principles there is no better way of meeting the 
needs of members. Mr. Wolff insist that cash credits must 
not be used so as to dispense with the necessity of securing 
approval of the object of the loan ; for current agricultural 
expenses it is the best method to employ. The Raiffeisen 
model rules dealing with cash credits specifically enjoin 
supervision over the due employment of loans so obtained. 
In Russia credit societies allow loans for a purpose not stated 
for very short periods and for sums not exceeding one-tenth 
of the sums usually granted. 

In conclusion it may be stated that the primary object 
of credit societies is to supply the cultivator with working 
capital ; ordinarily they should grant loans for none but 
reproductive purposes ; they strive to promote the economic 
interests of their members and they seek to do this by provid- 
ing money for purposes which will enable the members to 
repay principal and earn a profit. Unfortunately in the 
special conditions of India, it has been decided that loans 
cannot be confined to productive purposes. There are 
necessary expenses which the members must incur and it is 


^ In Portugal the purpose of the loan must be stated in the applica- 
tion, and if the borrower uses it in any other way he must be expelled 
and can never become a member of another agricultural mutual credit 
bank, besides being liable to criminal prosecution and a fine of from 
Bas. 15 to Bs. 1»500, Herrick, p. 424. 
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better that they should borrow from their society rather 
than from the village money-lender. But expenditure 
on unproductive objects weakens the economic position 
of the members and the societies must exercise a very 
close cheek on this and must constantly be on their 
guard against the danger of granting loans too easily 
and so leading their members into increased indebtedness 

assumption (vide preamble) that 
the members will be persons of limited means whose 
position can_ be improyed by the proyision of capital ■ 
Beir economic position cannot be improved by providing 
them with money for unproductive purposes unless the 
expenditure is so inevitable that, if the member cannot 
get a loan from the bank, he will be driven to borrow on 

1 ^ refusal of the loan can be 

made without involving the member in debt to outsiders 
It siaouid be done. * 

u„ '^h®?'««od for whicha loan may be granted is determined, 
by two quite distinct factors, one, the period for which the 
soraety will have deposits or other funds to finance the loan 
required for the full accomplishment 
Jroc^eds^i^ repaid from the 

1^® repaid from the additional wealth 
produced by its expenditure, the period must be long enough 
to allow of this additional wealth accruing. It is obviously 
no use advancing a loan for so short a period that the borrower 
cannot repay it from his income. To repay it from his 
capital would weaken_ his economic position?^ Agriculture 
requires fmds of two kinds ; fixed capital to be sunk perma- 

of acquisition or improvement 

of the land and m the purchase of equipment ; and mrculating 

periods in growing, harvesting 
if ® ^ crops.2 Now even this latter period 

IS too long for ordinary banks. Their ordinary business is 
to advance cre^t for about two or three months. Presidency 
Banks are prohibited from making loans for periods longer 

wSh^eLT^*®’ facilities are meant those 

which can be provided without such a ‘ lock-up ’ as would 

impair the hquidity of funds and deposits at call and siort 
notice, mere a busmess requires funds with a longer 
currency than a few months, it is said to require JnuS 


Wolff, Co-operation in agriculture, p. 262. 
Herrick, p. 7. 
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JaciUHes^ Thus by a short term loan, a banker means 
one for period not exceeding three months. But agriculture 
seldom yields any return under four or five months, so 
that six months is almost the minimum period.^ It, on 
this account, needs a system of its own and beyond all 
doubt the best system ever devised for providing farmers 
with floating capital is the system of co-operative credit.^ 
The existing commercial banking system has, in its leading 
features, been gradually evolved to meet the needs of 
the business and commercial world, not of agriculture. 
The great majority of farmers cannot look forward, as 
most business and tradesmen do, to having a continuous 
inflow of receipts throughout the year ; his returns are 
seasonal. It is the length of the period of production, 
i.c., the length of time usually required before a loan 
can be repaid from the returns obtained by the outlay, 
that is the outstanding feature of the farming industry. 
Nature herself has fixed these limits, which the farmer is 
powerless to alter ; whereas the manufacturer or business 
man can, to a certain extent, shorten at will his periods of 
production or turn over his stock more rapidly so as to fit 
in with his credit requirements.^ It is noteworthy that 
Luzatti’s Peoples Banks have not rendered as much help 
to farmers as was at first expected of them, for the reason 
that they do not find it convenient to grant loans for the 
long periods required by agriculture or else they obtain 
more profitable employment for their funds in the cities. 
They lend for a term not exceeding six months and allows a 
renewal for four months upon punctual repayment of the 
original loan. To farmers longer terms are allowed subject, 
ho'wever, to a maximum of one year. The small credit 
societies, however, are able to discount with the central 
financing banks the bills draw-n by them on farmers and 
allow longer periods : one year for loans for cultivation, 
harvesting and purchase of seed and manure ; two years for 
loans devoted to buying live-stock and three years in the 
case of loans for the acquisition of machinery,^ In Russia, 


^ As defined by the Board ol Trade Committee to investigate the 
question of Financial Facilities for Trade. 

^ ' A period of sis months may be taken as the mimmnm term 
for which the mafority of loans in connection with rural credit are required. 
(Irish Report). 

® Herrick, p. 0. 

* Irish Report, p. 11. 

* Herrick, p. 353. 

® Agricultural Credit and Co-operation in Italy. 
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.'loans "are. never granted for longer tlian'a jrear.^ ;In Serbia^:' 
; llie .maximiim maturity for loans is two years, and this 
cannot be extended except in case of bad crops, when a 
renewal of only six months is permitted.^ In Portugal, 
the loans of a bank must not be for longer than one year, 
with a renewal for one year more.^ 

In Eoumania, an Agricultural Loan Office may not 
lend for terms beyond nine months and the law does not 
provide for any prolongation. In India loans under the 
Agriculturists’ Loans Act are for short periods of six 
months or one year. In the Central Provinces loans 
under this Act are advanced on pro-notes which have to bo 
renewed every year (this enables the Committee to sea 
that the security remains good.) 

Section 23 of this Act, limiting the liability of past 
members to two years, clearly suggests that, in general, 
loan transactions should be completed within this period. 
Liability for loans for longer periods might fall solely on the 
staunch members if others withdrew. 

The Committee on Co-operation advocate by-laws fixing 
standard maximum periods as in Burmah. Their recom- 
mendations are as follows : — 

(i) Loans for unproductive purposes : — short periods 

and as a rule not exceeding two years. 

(ii) Loans for trade or to enable cultivators to secure 

reasonable prices for their produce should be 
strictly limited to three months. 

(in) Loans for seed, food, cultivation expenseSv or 
cattle fodder : — to be repaid after the next 
ensuing harvest. 

(iv) Loans for purchase of carts or cattle, for liquida- 

tion of small debts, and for house-building 
to be repaid in two or three years. 

(v) Loans for liquidation of large debts, purchase or 

redemption of land or expensive improvement 
of land : — ^to be repaid in three or fours 
years. 

The Managing Committee should have no discretion to 
vary these terms but may have authority in exceptional 


p, 398. 


s lUi, p. 408. 



S. 43.] 


* Huebaer, Agriotiltural Commsioa, p. 330. Gj. Heiiiok, p. 7. 


circamstaaces to saaction aa exteasioa up to oae year when 
the time for repaymeat arrives. The society should reserve 
to itself ia all cases the right to call in a loan at four week%- 
noticcj and to call it in immediately when loss is threatened 
through deterioration in assets of either borrower or surety 
{cf. Eaiffeiseri Model Articles). It should be at once recalled 
if it is improperly applied. 

In all cases where the period exceeds one year, repay- 
ments should be made by compulsory annual instalments- 
This long period, characteristic of agriculturists loans, neces- 
sitates special care in the taking of deposits. It is note- 
worthy that there is a considerable feeling abroad that 
Commercial Banks do not give credit for periods long enough 
for all the purposes of trade and it was to find a remedy 
for this that the formation of a British Trade Corporation 
was proposed. It would give longer credits than ordinary 
, banks, and in consequence would take no deposits at call 
’ or short notice and could open no current accounts except 
for the actual traders using its facilities. 

The pressure brought on Village Credit Societies in 
to issue loans for comparatively long terms is in some measure 
due to the absence of other financial facilities. In other 
countries loans are advanced on first mortgage of land by 
special Land Mortgage Banks and by Insurance Societies. 
In America, the average period of loans advanced by the 
latter is five years, whereas the farmers, for the purchase 
and permanent improvement of land, desire loans for periods 
of from 25 to 35 years.^ 

PunctualUy in repayment is a most important point in 
all business and must be rigidly insisted upon. The Com- 
mittee on Co-operation write that there is no defect more 
prominent or more dangerous in the management of co- 
operative societies in India than the exceeding laxity and 
unpunctuality in the repayment of loans . . . . * . IJnlesa 
loans are repaid punctually, Co-operation is both financially 
and educationally an illusion, and no exertions are wasted 
which aim at ensuring promptitude in this- respect * . . . 
There is nothing in our opinion more important to the' success 
of the movement than the provision of clear information 
as to the punctuality or unpunctuality with' which' loans 
are repaid (para. 74). Punctuality should- be 'Secured, by 
the, application of personal pressure. rather than by the levy 
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of penal interest (para. 76) [no penalty for non-pavment can 
be levied unless tks is previously provided for in the bond 
or by-laws]. Mr. Wolfi urges rigorous insistence on prompt 
repa;^ent._ The society’s educational objects demand this, 
-fie Bank is to make people business-like, to teach them to 
calculate, to make them conscientious. The longer are the 
penoQS for which the loans are granted, the more indispen- 
sable IS It that the debt should be steadily reduced as time 
goes on. This land of stnctness forms a new kind of security. 
Kepayments must, of course, be real and must correspond 
with a real reduction of the borrower’s liabilities and not 
be made by a re-arrangement of debts. 

It is incumbent on the society to accept repayment of 
loans in advance of the instalments due, if this can be done 
without involving it in loss. In India, the moneylender does 
not uke payment in instalments ; where security is good 
he often avoids repaymeut and the consequent necessity of 
nnding a fresh place for his money. The society must 
improve on the moneylender but it may happen that, 
especially m the case of a large loan, an unexpected repayment 
m advance of the due date would result in the society having 
an im wanted balance on which it was probably paying interest 
to the Central Bank. In the case of mortgage banks, it is 
not unusual in such circumstances J to charge the borrower 
a sum equal to three or six months interest in order to cover 
the expenses of finding a fresh investment for the money. 

Renewalf are inevitable where owing to weather or 
'precarious. The sixth conference 
(1 W2) considered that they might be given but only sparingly 
excuse exists and tlie security remains 

sumcient. • 

It is very important to insist that the question of renewal 
does not rest with the borrower ; the consent of the sureties 
obtained to the proposed extension of their 
Comndttee (fecision must rest with the Managing 

w ,<Janger of renewals, there is ample warning 

Mr. Wolff, for instance, says : There is a distinct danger 


♦lie re-issumg or extension of a loan beyond 

monov if which It was originally granted, without proof that the 
fSif applied to any new purpose or that any additional profits 

Tn LSTp rS). *’^“8 withheld. (Rkal EeconstrLtion 
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ill uEcalled for renewals. Tlie concession made is very apt 
to be abused, and from such abuse may spring a bad habit, 
absolutely fatal to any society, .... The point is to make 
sure that the case is genuine.^ Another writer says ; 
The temptation to connive at renewals arises naturally 
wherever the people entrusted with the management of the 
society have an insiiifficieiit appreciation of their responsibi- 
lities or are not competent to discharge them.^ And again ; 
The practice of renewals is one of the most insidious evils 
which may be brought about by the complaisance or careless- 
ness of the Committee and denotes the beginning of decay 
It should not be necessary to point out that renewals form 
the usurer's favourite means for getting a borrower firmly 
into his clutches. 

The secufity Jor the loan should generally be personaL 
Other kinds are subject to restrictions in sec. 29 (2) and (3)^ 
, The Committee on Co-operation follow all previous authorities 
* in insisting on sureties for every loan. They write (para. 65) 
that the primary security for all loans is personal ; by the 
provision of securities recovery is facilitated and a further 
safeguard is obtained against the grant of excessive loans 
or the misapplication of money borrowed and they consider 
that the provision of securities should be the rule in India. 

The chief security in short term credit is of personal 
character. The promise to pay is backed by the man's 
reputation for ability and willingness to pay. This is. 
usually supported by the indorsement of one or two other 
men of at least equal standing.^ If credit is to be cheap, 
the security must be good.^ It has been said that the 
strongest argument in favour of personal credit Co-operation 
is the educative value of Co-operation. This educative 
value is enhanced by the system of personal sureties. But 
it is unwise to overburden friends. In the Fourth Burma 


^ Co-operatiou in India, p. i67. But in Co-operative Gredib foe 
the U. S., p. 15, the same writer points out that owing to the uneertainty 
ol the farmer’s return, an arrangement for frequent renewals is necessary. 

Rural Reconstruction in Ireland, pp. 145-146. 

^ Smith Gordon, Oo-operation for Farmers, p. 1 10. 

^ American Commission’s Report. Observations Part I, p. 15. 

® If wo would build lor the future we must build wisely. In the 
world ot iinance the corner stone is ever the same — security. The only 
basis fur cheap credit is the security that cannot be questioned. We 
snouid remember that x>romptaess is the quickest way to establish a 
reputation for security. AU obligations must be met at due date 
(Saskatchewan report, pp. 208-209.) 
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Conference, a sub-committee resolved that persons taking 
loans in excess of Rs. 300 in Upper Burma and Rs. 500 in 
Lower Burma should be required to execute registered 
mortgage bonds in favour of the society. In some countries 
the law insists on two sureties being taken for every loan. 

Qualifications oj sureties . — The sureties must not merely 
be solvent, they must be known from their means to be good 
for the amount (Raiffeisen rules). Even this is not enough^ 
for if security is to be taken it must be adequate ; in deciding 
whether a surety is good the point to be kept in view is not 
the sum which might be squeezed out of him by distress and 
sale but the sum which he could at any time pay without 
serious inconvenience. A safe rule is to accept a man as 
surety for a sum equal to one-tenth part of his property, 
for the payment of one-tenth will be quite a sufficient loss for 
him to bear. 

In assessing a man’s value as a surety, his liability to the « 
society as a borrower must be deducted. The Irish rule 
provides that no member who is in possession of money lent 
to him by the society shall be accepted as surety for another 
member requiring a loan, unless the Committee are 
unanimous that it is safe to do so. 

Non-memhers are not desirable sureties. The United 
Provinces Conference held that though ordinarily the sureties 
themselves should be members, non-members should not 
be debarred, but the real idea of sureties is that they should 
watch over the utilisation of the loan and so should be 
members. The Fourth Conference (1909) endorsed this view. 
There is risk in accepting non-members as these are not 
•amenable to the discipline of the society and cannot be dealt 
with under the arbitration procedure. 

With this view Mr. Wolff disagrees : — It is not necessary 
as some Indians stipulate, that the surety enlisted should 
be a member of the society. It will be quite sufficient to 
know that he is ‘ good.’ If not a member, he will, by Ms 
liability engaged, be adding a new outside buttress to the 
fabric of the society, pledging more money for its liabilities.^ 

And again : — It is a mistake to suppose that the sureties 
must needs be members of the bank. The bank should 
give only to members, it may take from, anyone. In truth, 
a surety, being first approved of course, not being a member 


^ Co-opeiation in India, p, 166. 



^ Co-opemti¥e Credit for tli© U. S., p. 53. 

® Herrick, p 390* writing of rnra! ^ Co-operative , Credit Societies 
under tke Banisli law says ‘no security is allowed to be taken. Tbe 
Snaneia! standing of a member is determined by, tbe registered cattle 
b© owns* and tb© extent of Ms credit is Bs. 40 -per bead. 


of the ba»k^ rather tends to strengthen the bank* aa buttress- 
ing it with outside support. The one thing needful is that 
the surety be sufficient for its purpose and that its willingness 
to serve should be ascertained beyond doubt. ^ In actual 
practice, it is more convenient to have, as sureties, members 
who have already been selected for honesty and character. 
Bonds signed by non -members as sureties are not exempt 
from stamp-duty. In spite of the great authority against 
it, the best general rule is that sureties must be membem. 
The Bombay conference of 1920 recommended that the 
Local Government should issue a rule prohibiting the 
acceptance of non-members as sureties by all Co-operative 
Societies. It is a curious commentary on this that in Behar 
and Orissa, it seems to be held that a society has no legal 
power to accept non-members as sureties, and the 
Government desired to have the Act amended so as to 
permit this. The Registrar found that members who 
wished to take large loans, offered as sureties non- 
members who were men of greater wealth than 
members. Further, it is pointed out that the acceptance 
of non-members would enable societies to advance loans 
with greater safety to members of joint families, as 
other members of the joint family could then be made 
sureties for the loan advanced. 


Loans on trust without sureties are permitted in Italian 
Popular Banks subject to strict conditions. The poor person 
must usually be recommended by two patrons and he must 
have a good reputation for honesty and industry, he must 
be engaged in some business or industry and he must be 
able to read and write. These loans are limited to about 
sixty rupees ; the maximum period is one year and no 
second loan is granted to a borrower who has not been 
punctual with his instalments. Moreover no second loan is 
granted until two months after repayment of the former 
one. 


Where immoveable property is accepted as security^ 
the value of the property should be twice the sum lent ; 
except where the period is short and repayment is by frequent 
monthly) instalments. 
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Interest on loans cannot be fixed by Local Governments 
but tbe Committee thought the rate should be entered in the 
by-laws and made unalterable without the sanction of the 
Eegistrar. 

The rate should be fixed in conformity with the general 
object of all co-operative associations, namely, the rendering 
of the best possible service at the lowest possible rate. It 
must be sufficient to pay expenses. Whether it should be 
higher than is necessary for this purpose is a matter of 
policy. In India, it is generally considered desirable to fix 
a rate high enough to allow of a margin of profit which swells 
the reserve fund and so protects the unlimited liability and 
increases the financial stability of the societies. In Europe, 
this formation of a reserve fund is not considered so 
necessary, and societies work on the lowest possible margin 
over the interest on money borrowed. Generally the rate on 
loans is from one half to one and a half per cent, more than 
the rate paid on deposits. In some countries (Roumania, 
Italy, Hungary, etc.)^ the State insists that the rate shall 
not be more than one or two per cent, above the discount 
rate of the State bank or above the rate charged by the 
central financing agency. The general question has already 
been dealt with. 

The Government of India rejected the suggestion to 
prohibit compound interest, because when fairly used, it is 
just ; prompt recovery of debt is essential to the working 
of societies. There is danger that they may be too slack 
in dealing with their friends and neighbours and compound 
interest will provide a useful stimulus to the debtors’.^ 

if) provide for the formation and maintenance 
of reserve funds, and the objects to 
which such funds may be applied, and 
for the investment of any funds under 
the control of the society ; 

See sec. 33 and notes, also notes to clause (r) ante. 

Reserve funds may be of two classes : — A general reserve 
is an amount set aside out of profits to provide additional 
working capital, or to strengthen the liquid resources, and 


^ GJ* Herrick, pp. 340, 360, Outliae of European Systeaas.. -n. 19 
Monograph, and Nicholson. 

Ibbeteoa — Ray,: p.' 272. 
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to be available for contingencies. A specific reserve is an 
amount set aside out of the profits to provide for some 
probable or estimated loss on the realization of certain assets 
{e.g., investment depreciation) or in respect of pending 
transactions {e.g., bad debts). The practice in joint stock 
companies may be thus stated : — Where additional working 
capital may be usefully and profitably employed in the 
business, it is sound financial policy to leave such profits 
(general reserve) in the business. The fact that the reserve 
is not invested, but is retained in the business, is not ’ 
means a sign of weakness. But a reserve fund 
in gilt edged securities, forming realisable assets that can 
be utilised at any moment should there be a sudden call 
upon the business, is a source of considerable strength. 
A general reserve invested outside the business is called 
a Reserve Fund. When the reserve is not represented 
, by specific investments, it is better called a Reserve 

•j,. ■ ~ • account. 1 

The RaiSeisen model articles make the reserve fund 
indivisible and prescribe that on dissolution it should be 
handed over to a Central Bank at compound interest until 
one or more new societies have been formed on Raiffeisen 
principles, covering substantially the same area as the old 
one ; or it may be handed over to the communal fund and 
the interest may be devoted to objects of public utility. In 
India and other countries, on dissolution, it must be devoted 
to some useful purpose in the district in which the society 
operated; the purpose is to be determined upon by the 
meeting at which the dissolution of the society takes place 
The English model rules contain the same provision. Mr 
Wolff® writes : “ the reserve fund is by standing rule made 
the collective property of the bank, never to be shared out, 
not even in the event of the dissolution of the bank, lest 
there be a- temptation to liquidate for the sake of the 
spoils .... While the bank exists the fund may be 
drawn upon to make good deficiencies. Should the bank be 
wound up, it is to be handed over to trustees for suitable 
public employment.”® 

The First Conference of Registrars (1906) agreed that 
when the reserve fund is sufficiently large to be of importance 


^ Spice? mid Pegl©?, Practical Auditing, 3rd Edn., p.- 150S. 

® Co-o|ieratioa in Agficnltnr©. p, 268. ' , ' , . 

^ In Serbia, th© reaerr® fond on dissofotion ia tamed omt to the 
Central Bmii, Heniek p, 40. 
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it should be kept entirely separate from the other funds of 
the society and separately invested* 

The Second Conference (1907) held that this should be 
done when it bears an appreciable ratio to the capital. In 
limited liability societies the reserve fund should be set aside 
from the first. The Fifth Conference (1911) recorded its 
opinion that in societies with unlimited liability the reserve 
fund should- remain indivisible and should be used only for 
some public benefit ; but in societies with limited liability 
circumstances might arise in which it was desirable to divide 
the reserve amongst the shareholders. There could be no 
objection to such a course where the majority of shareholders 
were societies (e,g., a Union or Central Bank). 

The Committee generally agreed with the above but 
they entered on rather debatable ground when they stated 
that they regarded it as most advisable that there should 
De a building-up of reserve funds with the help of a large - 
margin of interest. 1 Where there are no shares, this course 
should be adopted, but where there is a considerable share 
capital; one-fourth of the profits earned by its employment 
must by law go to reserve and there is accordingly less need 
for a large margin of interest. It cannot too often be urged 
that co-operative efEort aims at rendering the best possible 
service at the lowest possible rate. An accumulation of 
profits under the name of a reserve fund becomes liable to 
objection if the sum is in excess of that required to ensure 
financial stability. But the result is much the same as if 
a member had to contribute to the share-capital in proportion 
ro his borrowings. In the end, it is less a matter of principle 
than of practical expediency and experience inclines to 
favour the- accumulation of a reserve in the earlier years. 


^ Compare the following It is not the object of people's banks 
to gather from their memberB more interest tban is necessary to secnre 
themselves an assnred existence. They exist for the good of their borrowers. 
(Dnpemex, p. 19.) The Belgian law forbids the accumulation of an 
indivisible reserve (Herrick, p. 305). There are co-operative banks which 
have rajpidly grown strong by designedly charging members, with the 
members’ consent, in early years a rather higher rate of interest on loans 
than would have been strictly necessary, for the sake of creating a fairly 
substantial reserve fund, which places "a bank above danger and j^reatly 
increases confidence in it. That temporary trifling sacrifice has well 
T-epaid itself (Wolff, Co-operative Credit for the V, S., pp. 44-45). As time 
goes on the reserve fund is to serve as an endowment for the bank, 
become its capital, — capital of guarantee at first to attract other money ; 
afterwards also working capital — so that in that case the ideal of some 
men (M. Luzatti among the number) would be realised, of a fund being in 
e ifitenee subject to collective ownership only and therefore perm'anent 
{Hid, p. 127). . ■ ■ 
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followed by a reduction of interest when the fund is sufficient 
to protect the unlimited liability and to secure financial 
•stability. 

The Madras rules are as follows : — 

IX. (a) In societies with shares and unlimited liability, 
.not less than one-half of the net profits shall be set apart as 
ik reserve fund until that fund is equal to one-half of the 
total liabilities of the society other than reserve and share- 
capital. ^ When that proportion has been reached, not 
.(ess than one-third of the net profits shall be added to the 
reserve fond, provided that if, by any increase in liabilities 
■other than reserve and share capital, the proportion of 
reserve fund to such liabilities is again reduced below one 
naif, the share of the net profits to be credited to the reserve 
iund shall be raised to one-half until the proportion is 
restored.2 The balance of the net profits, after one-half 
or one-third has been credited to the reserve as above provided, 
may be divided among the shareholders, subject to a 
nmximum of 6| per cent, per annum on the paid-up value 
of each share. No dividend shall be distributed without the 
previous sanction of the Eegistrar. 

In societies with shares and limited liability, not less 
than one-quarter of the net profits shall be carried to the 
reserve fund, after which dividends may be declared up to 
a maximum of 9 per cent, per annum on the paid-up value 
of each share, and 7| per cent, of the net profits may be 
.set apart for a common good fund. Until the reserve is 
equal to at least twelve and a half per cent, of the total 
liabilities of the society at the close of the year, the balance, 
if any, of the net profits, after allowing to be carried forward 
a sum not exceeding three months working expenses based 
on the average of the previous year and any other charges 
expressly permitted by the by-laws of the society, shall be 
credited to reserve. 

(b) Societies with shares and unlimited liability, regis- 
tered as urban societies under India Act X of 1904, may 
continue to divide profits in accordance with their by-law's 


2 Mr. WolS would approve of this ; no maximum should be fixed 
to the reserve fund, at any rate, proportioned to the share capital For 
it is not the amount of share capital which comes into account in deter- 
mining the proper figure for the reserve fund, but the volume of out- 
Ftacding liabilities which there may be to meet. (Co-operative Credit 
ior«the U. S., p. 66.) 

Bengal also has this rule. ■ . ^ ■ 
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as' they staad at the preseat date ; bat they shall aot increase 
the proportion of net profit to be divided among the members 
except in accordance with the foregoing provision. 

(c) No bonus, which, when added to the dividend, brings 
the total of bonus and dividend above the maximum laid 
down in clauses (a) and (6) shall be allowed but in the case of 
societies with shares and unlimited liability, the Eegistrar 
may sanction the payment of honoraria, on a moderate scale, 
to the office bearers of the society. 

(d) Should a society, whether with limited or unlimited 
liability, which is competent either under the Act or under 
the present rules to divide a part of its net profits among its 
members elect to appropriate such portion or part thereof 
to a ‘‘ common good fund,/' the purpose designated by the 
expression common good " shall be clearly defined in the 
by-laws of the society and it shall not be other than a 
charitable purpose as defined in sec. 2 of the Charitable 
Endowments Act, 1890. 

X. The reserve fund in a registered society shall be 
invested or deposited in one or more of the modes mentioned 
in sec. 32, sub-sec. ( 1 ), clauses (a), (6), (c), and (d) of the Act. 
Other provinces have : — ^All societies shall hold such per cent- 
age of their reserve funds in separate investment as the 
Registrar may from time to time prescribe. 

Most Provinces have a clear rule ; The reserve fund 
shall be indivisible and no member shall have any claim to 
a specified share in it. 

Generally all profits not divided under sec, 33 or 34 
must go to reserve ; in a limited liability society rule X 
(Madras) applies. In unlimited liability societies it may be 
used as the Eegistrar directs {e,g,, in the business of the 
society). On dissolution it should be applied to discharging 
liabilities (after the enforcement in full of the liability of 
the individual members — Central Provinces), repayment of 
share capital paid up, and, if for any period no dividend 
has been paid from profits, to the payment of a dividend 
for such period at a rate not exceeding 10 per cent, per 
■■.'■■annum* ■ . ■ ■ 

The balance should be applied to such local object of 
public utility as may be selected by the Committee and 
approved of by the Registrar. If within three months^ of 
the dissolution of the society the Committee fails to make 



any selection tliat is appro¥ed of by the Registrar, the latter 
shall either credit the abovexnentioned portion of the reserve 
fiiaci to the Co-operative Societyj if any, to which the society 
is affiliate^ or shall place the amount on deposit in some 
co-operative or other bank until a new co-operative society 
with a similar area of operations is registered, in which 
event it shall be credited to the reserve fund of such society 
fRiiles of the Punjab, United and Central Pro\dnces). 

The English model rules allow 5 per cent, interest on 
share-capital, and the balance of profits must go to the 
reserve fund until this equals the share-capital. Thereafter 
5 per cent, of the profits may be paid to the workers employed 
by the society and the remainder (in non-credit societies) 
may be distributed amongst members on the Rochdale plan. 
In credit societies all surplus profits go to an indivisible 
feser%’'e fund. 

As to the employment oj the reserve jund, there is some 
diversity of opinion. The Maclagan Committee recommended 
that primary societies should be allowed to use their reserve 
funds in their own business. The Central Provinces would 
put all reserve funds at the disposal of the Central Banks 
to serve as fluid resource to the whole movement. Bengal 
prefers that the reserve funds should be invested through 
Central Banks in a readily realizable form and as far as 
possible outside the Co-operative movement. Madras does 
not think it desirable that primary societies should be allowed 
to use their reserve funds in their ordinary business. Their 
reserve constitutes their only item of fluid resource and is 
lodged with Central Banks, which are in a position to return 
it, in whole or in part, to the primary societies at a moment’s 
notice ; the continuance of this state of things seems essential 
as a means of enabling primary societies to meet unexpectedly 
heavy demands and also as a means of providing a readily 
available asset in the event of their insol veneyA Where 
the reserve fund is but a fraction of the total liabilities it 
must be carefully preserved ; where it amounts to a large 
proportion of the total liabilities there can be little objection 
to its free employment as working capital.- . 

The object of the reserve fund must not be illegal, other- 
wise the society may be. cancelled .(English Acts). Any 
allocation of this fund to objects not specified in the by-laws 
would be illegal. For, instance it should not be applied to 
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political or purely religious purposes, such as a home for 
decrepit cows, 

(q) prescribe the extent to which a society 
may limit the number of its members"; 

In Germany, Belgium, Austria, Italy^, Greece, Cali- 
fornia^ etc., the law only applies to co-operative societies 
which do not limit the number of their members^ and it is 
very important that Government should have the power to 
make rules to prevent societies from becoming close corpora™ 
tions for the benefit of a few individuals, who may develop 
into pure dividend hunters. It is a condition of the enjoy- 
ment of concessions from the State that they be open to ail. 
For instance, English stores societies would become liable 
to income tax if they limited the number of their members. 
They adhere to the old principle that the share-list shall 
never be closed.^ A Co-operative Society which does not 
care to receive new members, but prefers to make profit at 
the expense of outsiders, is a co-operative society in name 
only. The principle of free admission to a co-operative 
society for all willing to join is characteristic. It would bo 
considered directly contrary to the idea of co-operation if 
a society were to fix in its statutes the number of members, 
so that it would be impossible to increase them.^ The 
true co-operative society is open to all who have the qualifi- 
cations — no one is to be excluded because he is a big farmer 
or a little farmer or a tenant farmer or for any other reason. 
The membership must not be exclusive. It must be demo- 
cratic. It cannot take in a certain group and leave another 
group out, provided they all have the same needs to be 
met,® ISTo hond fide applicant of good character resident 
within the area of its operations should be refused admis- 
sion.^ There is a certain temptation, when a society is 
prospering as the result of a few men's work, to exclude 
new-comers in order that they may have no share in the 


^ Societies may pre.scribe conditioas for the admission of new 
members, they may not absolutely veto such admission by fixing on a 
certain number which may not be exceeded (Monographs ll, p. 128). 

® Powell, p.'47. 

^ Japan seems to be exceptional as its law allows a society to 
limit the number of members. Herrick, p. 434. 

^ C/. Schloss on Industrial Co-operation, p. 347. 

® Co-operation in Finland, p. 18. 

® American Commission. Observations, Part I, p. 20. 

^ Smith Gordon, Co-operation for Farmers, p. 8. 
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profite— but there ©in be no worse abuse than this of the 
co-operative principie.^ The above quotations make it 
clear that no arbitrary limit should be permitted to the 
number of members and the first (1906) and second (1907) 
conferences of Eegistrars adopted this view. The Committee 
also refrained from suggesting a definite numerical maximum 
but thought that a society is apt to become unmanageable 
if its members exceed a total that might vary from 50 to 
100,^ Unfortunately this very .import-ant principle that 
co-operation must be open to all has sometimes been over- 
looked. The Bengal and Central Provinces model by-laws 
restrict the number of members in a credit society to 50, 
which is not to be exceeded without the written sanction of 
the Registrar. The Bombay rules (1918) prescribed that a 
credit society shall make a by-law in respect of the maximum 
number of members that may be admitted but this was 
soon abandoned.^ In many Central Banks a limit has 
been imposed to the number of .shareholders with'the result 
that new societies sometimes cannot obtain a share. So 
long as the number of shares is not limited, their value cannot 
go above par, the dividend is automatically kept down to 
a rate approximating to the interest rate on deposits and 
members do not regard the reserve' iund as their property. 
Restrict shares, and therefore membership, and all these 
evils follow. There should be one general rule : No society 
shall fix any limit to the number- of its members. But 
Bengal has a rule imposing a limit of 50 in the case of societies 
with unlimited liability, without the sanction of the 
Registrar. The number of members may be restricted 

(1) by the conditions imposed in sec, 6, ic., by the 

exclusion of certain classes or descriptions of 
people ; 

(2) by careful selection of applicants for election, 

but a mere desire for exclusiveness must be 
no ground for rejection ; ■ . ■ 

(3) by fixing a minimum number of shares to be 

taken up or (in a trading society) a minimum 
amount of purchases to be made. 


^ Smifeh Gordon., Co-operation for Farmers, p. 75. .- 
® The average for rural credit societies in other countries is Germany^ 
94 ; India, 4! ; United Eingdom, 84 ; Japan, 105 ; Eussia* 76 ; Austria, 
1. 30 ; Italy, 40 to 60 ; Finland, 40 to 50. ' . 

, ® See Annua! Eeport for 1919, para, ’ 14. It has been found 
unworkable and lias been dednitely abandoned. ’ 
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The most satisfactory' method of preventiEg a : society 
from' becoming ■ too unwieldy is to restrict' the: area' . from ; 
which members may be drawn. 

The question is of importance in the case of credit 
societies where mutual personal knowledge is essential ; 
but large membership is not generally regarded as a 
drawback in other societies such as stores and supply 
societies. 

(f) prescribe the conditions under which profits 
may be distributed to the members of 
a society with milimited liability and 
the maximum rate of dividend which 
may be paid by societies ; 

Distribution of 'profits in unlimited liability societies ? — 
This is to enable Government to check any profit-seeking 
tendency. Raiffeisen was opposed to any division of profits 
by way of dividend and under this clause Government can 
by rule prevent shareholders from dividing amongst them- 
selves the surplus which should be employed in cheapening 
the services performed by the society. The general rule 
(sec. 33) is that a society with unlimited liability should not 
distribute profits among its members. Under sec. 8 of the 
former Act no rural society could distribute profits until the 
reserve fund had attained certain proportions and the rate of 
interest had been reduced to an extent determined by rules 
or by-laws. The Government of India did not intend that 
profits of a society should be divided except where there are 
shares. Under the Friendly Societies Act, societies with 
unlimited liability may not distribute profits so long as they 
receive deposits from non-members. 

In the Punjab, Societies of the old type can pay a 
dividend after 11 years, but the tendency is to make profits 
indivisible. In Bengal, in societies with shares and unlimited 
liability, a dividend can, with the sanction of the Registrar, 
be distributed on shares up to a maximum of 9f per cent, 
of the paid-up portion. In the United Provinces such a 
distribution can only be made after ten years and on fully 
paid-up ''shares. 


^ The Law of Nebraska* (XJ. S. A.), defines a co-operafcive association 
as one which authorises the distribution of its earnings in part or -wholly, 
on. the basis of, or in proportion to, the amount of property bought from, 
or sold to, the members, or of labour performed, or other service rendered 
to the corporation (Powell, p. 46). 
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Maximum rate aj dividend , — As profit«seekiii| is to be 
avoideds there is a general coneensns of opinion in favour 
of a strict limitation of the dividend. Mr. Wolff writes : 
nnlimitecf liability forms a temptation to the allowance of a 
..large .dividend, to capital. It has become very general and 
is answerable for a great deal of bad practice. The co- 
operative principle is that capital should receive exactly 
the interest which is usual for it in the market and no more 
1SO that a maximum is fixed There must be only 

one interest in the bank and that the consumers 
Co-operative institutions belie their own character and object 
in allowing profit beyond the current rate of interest to 
capital 

The Committee held that in all ordinary cases a maximum 
limit should be fixed so as to prevent the neglect of co- 
operation in favour of individual profit. The maximum 
suggested was the ordinary rate charged by a society on ‘its 
loans. In the case of Central Banks it might be two or 
three per cent, over the rate paid on deposits^ The 
Committee would have adhered more closely to established 
precedent if they had advised that the dividend in primary 
societies should not exceed the rate paid on deposits. In 
England, the maximum dividend on capital (usually called 
interest) is now generally five per cent. 

The Sixth Conference of Registrars recorded the opinion 
that dividends should be limited by rule of the Local Gov- 
ernment, so as to strengthen the hands of the Registrar. 
This has been adopted. Burmah allows 20 per cent., Behar 
and Orissa 12|, the Punjab 10, Coorg 10, Madras 9. Bombay 
allows 9 per cent, until the reserve fund exceeds one-quarter 
of the subscribed share-capital and then allows 12. The 
United Pro%dnces limit it to 10 per cent, on the share-capital 
actually paid up, provided that if in a District ox Central 
Bank the accumulated reserve fund exceeds one-quarter 
of the nominal share-capital of the bank at the time, this 
limit may be raised to 12 per cent, by special order of the 
Registrar. In Bengal, in limited liability societies, a dividend 
of 12*1 per cent, on the amount paid' up is' allowed, but the 
Registrar can sanction more than this.^ The French law 


^ The Ck>wrameiit of India have -approved of this. 

^ The recent orders of the OovemmeBt of ■ /India, approving of the 
CJommittee’s proposal to limit dividends to a rate not exceeding 2 or S 
per cent, above the rate paid on deposits, will probably serve to reduce 
the€e maxima to 8 or 9 per cent. In the Fonjab this has already been 
^^iveii efiect to. 
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of 1894 relating to Societies of Credit Agricole prescribe*^ 
that after paying expenses and interest on loans and capital, 
three-fourths of the profits shall go to reserve and the balance 
shall be divided between the agricultural associations and 
• between their members in proportion to the profits derived 
from their respective operations. It shall not, in any case, 
be divided in the form of a dividend between the members, 
of the society. As Sir F. Nicholson remarks this is the 
original Rochdale principle. The Rochdale Pioneers’ rules, 
were that the share-capital should bear a fixed rate of interest 
and profits should be divided pro rata upon the amount of 
purchases made by each member (market-prices being- 
charged originally). This is now known as the patronage 
rule. In England what is allowed on capital is called interest 
and not dividend. This latter term is used to refer to the 
rebate granted to purchasers. The English congress (1903) 
resolved that abnormally high dividends are injurious to the 
progress of the co-operative movement, as the payment of 
such dividends involves the charging of high prices, which 
has a tendency to dimmish trade and to exclude from 
the benefits of co-operation those for whom its advan- 
tages are chiefly intended. It puts the maximum at half a 
crown in the pound or 12-| per cent. The resolution with 
necessary verbal changes applies to credit societies. This 
difference between interest on capital and the bonus to 
members is important. The latter is not assessable tC’ 
income-tax but the former should be (and in England 
is so). 

^ The English and Irish model rules for agricultural 
societies allow five per cent, on share-capital ; thereafter 
half profits go to reserve until this equals the share- 
capital ; then five per cent, as a bonus to employes and the 
balance may be distributed to members in proportion to 
their transactions. 

The distribution of profits requires care. The English 
Acts insist that the rules shall provide for the profits being 
appropriated to any purposes stated therein or determined 
in such manner as the rules direct. The purpose must not 
be illegal. A dividend should only be declared by a society 
in general meeting and no dividend should exceed the 
amount recommended by the Directors or Managing 
Committee. dividends should not be allowed. 

No dividend should be paid otherwise than out of profits 
(but there may be a special reserve set apart for equalising 
dividends), Bombay has a rule : - 



Without the 3aiictioa of the Begistrar eo part of the- 
fiiiids of a registered society shall be divided by way of bonus 

or dividend or otherwise among its members in any case in 

which the entire expenditure incurred by such society during 
the year has not been debited in the Annual Profit and 
Loss Account: before the net profit was arrived at, - 

In the United Provinces there is a rule : — Ail overdu 
interest should generaliy be excluded for the purpose ot 
reckoning profits for distribution among shareholders, but 
in the case of Central Societies, the Registrar may, in 
special cases, permit an exemption from this rule in favour of 
preference shareholders, when he considers such a course 
justified or desirable. In Madras, the Registrar can certify 
what ' net profits * are. In sonle provinces, the balance- 
sheet has to be approved by him or some one authorised by 
him. In Assam, it is prescribed that : All Co-operative 
Banks or Societies shall be required to make such provisions 
for faa<l and doubtful debts as may be required by the Regis- 
trar, or some person duly authorised by him, before any 
dividend may be declared. 

Unless such provision has been made, or a special 
exemption (which may be subject to conditions) has been 
granted by the Registrar or some other person authorised 
by him in that behalf, no Co-operative Bank or Societ}’' shall 
take into account unrealized overdue interest for the purpose 
of payment of dividend, or for the purpose of declaring 
profits, 

(-:?) subject to the provisions of section 39, 
determine in what cases an appeal shall 
lie from the orders of the Registrar and 
prescribe the procedure to be followed 
in presenting and disposing of su 
appeals ; and 

An appeal from an order cancelling the registration 
of a society lies to the Financial Commissioner in the Punjab 
and elsewhere. In Bombay where the Registrar refuses to 
register a society or refuses approval to the maldng, 
alteration or abrogation of any by-law, an appeal may be 
made to the Governor in Council within three months of 
the date of refusal. In Madras an appeal lies to 
government within two months. Generally no provision 
has yet been made for any other appeal. 
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' ■(t) prescribe tbe procedure to be followed' by 
" a liquidator appoiBted under section 4:2,:: 
and 'the cases in which an appeal shall: 
lie from the order -of such liquidator. 

Most provinces have now complete rules, on the 
following lines : — 

(а) When the Eegistrar cancels the registration of a 
society he shall at once publish in the [provincial] 

and in such other manner as he may think proper, a notice 
requiring all claims against the dissolved society to be 
submitted to him or to such person as he may name in that 
behalf within one month of publication of the notice ; liabili- 
ties recorded in the account books of a society shall be deemed 
ipso jacto to have been duly notified. 

NoU, — Assam, Bengal, Madras, Bihar and Orissa have this rule- 
Other provinces do not insist upon a gazette notification, but leave it 
to the liquidator to issue the notice for liabilities. 

(б) When the registration of a society is cancelled under 
sec. 40 of the Act or when no appeal has been made under 
clause 2, sec. 39 of the same Act against the order of the 
Eegistrar under that section cancelling the registration of a 
society, or where such an appeal has been dismissed, the 
liquidator shall forthwith take charge of the books of the 
society (Burma, Bengal, U. P., following sec, 178, Companies 
Act, add : and all the property, efiects and actionable claims 
to which the society is entitled) in order to take necessary 
steps to wund-up its affairs. 

Noie. — A winding-up order has not the effect of vesting the society's 
property in the liquidator. The property remains in the society until 
'dissolution, unless disposed of in course of winding-up. 

(c) If necessary, the liquidator may institute suits for 
the recovery of sums due to the society. 

{d) The liquidator shall then proceed to determine the 
assets and liabilities of the society as they stood on the date 
of the cancellation of its registration ; he shall next determine 
the contributions to be made by the members and past 
members of the society, respectively, to the assets of the 
society. He shall also determine by what persons and in 
what proportions the costs of the liquidation are to be borne. 

l^ote , — The costs of liquidation include the remuneration of the 
liquidator, which has priority of all other claims. 

Note again the omission of any reference to deceased members’ 
estates. The United Provinces add : — He shall draw up a formal order 
noting the amount to be realised from each member or past member as 


s* 43.] 




221 


a eoafcribation aad m cost o! liquidaMoa. 'Beagal iaserfes a rale : — ^Tiie? 
iateroafc aa deposits from noa- mem beta aad oa. , loaaa shall roa oa the 
same rate as before from the date of liqaidatioa to the date of refand or 
repaymeat of the priacipat 

(e) For the above purpose the liquidator may issue 
summoEses to persons whose attendance is required either 
to give evidence or to produce documents. He may compel 
the attendance of any person to whom a summons has 
been issued and for that purpose issue a warrant for his 
arrest, 

— A liquidator should also havo power to call genecal meetings- 
from time to time, 

(1) The liquidator shall send all such notices, summonses 
or warrants for service to the District or Sub-di%dsional 
Officer concerned. 

(g) The District or Sub^divisional Officer, upon receipt 
" thereof, shall proceed as if such notices, summonses or 
warrants had been issued by him and shall return them to 
the liquidator with the record (if any) of the proceedings 
taken with regard thereto. 

Noie, — Most Local Governments appear to agree that, on the^ 
cancellation of a society s registration, the liquidator should be empowerd 
to recover the outstandings by summary procedure, and special legislatiou 
to this end has been enacted iu several provinces (see notes to sec. 42 )-.-~ 
accordingly in the United Provinces there is a rule;— The Registrar may 
rofer a copy of the order passed by the liquidator as finally approved by 
him to the collcetor of the district and make a requisition to that officer 
to recover the amounts noted in it in the same manner as arrears of land 
revenue, Bengal, Behar and Orissa, etc., have a similar rule adapted to- 
local conditions.. 

(A) The liquidator shall keep short notes of the deposi- 
tions of the persons thus summoned to give evidence. 

(i) The liquidator shall then make an order notingthe 
names of members and past members of the society and the 
amount to be realised from each as contributions under 
clause (5), sub-sec. (2) of sec. 42, and as costs of liquidation 
under clause (i) of the same sub-section, ' ' 

MoU , — In the United Provinces, the Registrar may issue instruofcioas. 
laying down the principles on which and the manner in which the contri- 
batiions shall be determined, and the liquidator shall act according to 
these instractions. Any person afiacted by an order passed by the liqui* ■ 
dator may make a representation to the Registrar, who may then pass 
such orders as he thinks fit. 

0) This order together with all paperS' connected with 
the liquidation shall be submitted to the Eegistrar for his 
approval, and he may, if he thinks fit, modify the order or 
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refer it again to the liquidator for further enquiry or other 
■ ■ :aetion. . , ' 

Note. — In the United Provinces, the liquidator with this order most 
fiubmit a list of the property of each member and j>ast member and of the 
•assets of the deceased members and past members. 

The liquidator of a company is subject to the control of the Court, 
here and in rules (m) and (o) he is subject to the control of the Registrar, 
who performs many of the functions of the Court. 

(k) A copy of the above order as finally approved by the 
Registrar, accompanied, if necessary, by a list of the property 
of each member or past member against whom the decree 
will have to be enforced, shall be filed in the Civil Court, 
having local jurisdiction, to be enforced as laid down in 
clause (a), sub-sec. (5) of sec. 42. 

.Vofe.— It should be stamped as an application for es:ecution fU. P. 
Manual, p. 30]. 

(l) If the Civil Court is unable under the above order 
to recover the sums assessed against any member or members, 
the liquidator may frame a subsidiary order or orders against 
any other member or members up to the extent of the liability 
of each for the debts of the society. This subsidiary order 
or these subsidiary orders, as finally approved by the" Regis- 
trar, shall be filed in the Civil Court having local jurisdiction 
for enforcement until the whole amount due from the mem- 
bens is realised. 

Note.--As an alternative to the Civil Courts, Provinces, which have 
enacted special legislation for summary recovery, have rules permitting 
•resort to the certificate officer under the Public [Demands Recovery Act. 

(m) The liquidator shall submit to the Registrar a 
quarterly report in such form as the Registrar may prescribe, 
showing the progress made in the liquidation of the societies 
placed undfer his charge. 

Note. — The liquidator should maintain books recording his actions 
fto as to comply with this rule and that in clause (o) below. In the United 
Provinces the RegivStrar may prescribe the books and cause them to be 
■^audited. 

(n) All funds in charge of the liquidator should be kept 

and deposited in the Post Office Savings Bank or with 
such other banker person as may be approved of by the 
•Eegistrar.:' ■ , ' : • : 

Voie.—Xhese funds should stand in the liquidator’s nn-m.. 

(o) _ After recovery of the dues of the society and the 
realisation of the contiibntion and costs of liquidation from 
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the members and past members, the liquidator shallj, 
after meeting the liabilities of the society, wind-up the 
a lairs of the societj’' and submit a final report to the 

'Registrar. 

{p) The appointment of a liquidator shall be published 
ill the [provincial] Gazette. 

....Some provinces add : — 

No appeal shall lie from any order of the liquidator 
undei sec. 42. 

The Registrar shall fix the amount of the fee to be 
paid to the liquidator. 

This fee shall be included in the costs of liquidation, 
which shall be payable out of the assets of the society in 
priority to all other claims. 

At the conclusion ot the liquidation a general meeting 
of the dissolved society shall be called at which the liquidator 
shall summarise the results of his proceedings, shall point 
out the causes of the failure of the society and shall take 
a vote as to the disposal of any cash balance that may remain 
with him. 

A liquidator maj^ at any time be removed by the 
Registrar, and he shall, on such removal, be bound to 
hand over all the property and documents relating to the 
liquidation to such person as the Registrar may direct. 

(3) Tie Local Governnaent may delegate, subject 
to such coBditions, if any, as it thinks fit, all or any 
of its powers to make rules under this section to any 
authority specified in the order of delegation. 

(4) The power to make rules conferred by this 
section is subject to the condition of the rules being 
made after previous publication. 

For provisions applying to such a condition see General 
Clauses Act, sec. 23. The authority must publish a draft 
in such manner as the authority deems to be sufficient ; 
and with it a notice specifying a date on or after which the 
draft will be taken into consideration ; it shall consider any 
objection or suggestion which may be received before the 
date so specified. Publication in the Gazette of a rule, 
purporting to ha ve been made in exercise of a power to make 
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rules after previous publicatiou, shall be conclusive proof 
that the rule has been duly made. 

(5) All rules made under this section shall be 
published in the local official G-azette and on such 
publication shall have effect as if enacted in this 
Act. 

In the United Provinces power to make rules under 
sec. 43 (2) clauses (A) and {i) has been delegated to the Regis- 
trar. So also in the Punjab, where he can in addition make 
rules under cl. (o) prescribing for any society the maximum 
loan which may be made to any member without his prior 
consent. These delegations save no time owing to the 
necessity for following the procedure under clause (4) above. 

Miscellaneous. 

fiooovory of 44. (1) All sums due from a registered societj 
sums due to or from an officer or member or past member of a. 
Govommoat. Society as such to the Government, includ- 

ing any costs awarded to the Government under 
section 37, may be recovered in the same manner as 
arrears of land-revenue. 

(2) Sums due from a registered society to 
Government and recoverable under sub-section (1) 
may be recovered, firstly, from the property of the 
society ; secondly, in the case of a society of which 
the liability of the members is limited, from the 
members subject to the limit of their liability ; and, 
thirdly, in, the case of other societies, from the 
members. 

In order to stimulate the movement originally it was 
decided that Government should provide a part of the capital 
of new societies. The loans were repayable in instalments 
and this section primarily refers to these. It applied the 
rules to these loans. 

Under this section the costs of audit by a Government 
auditor may be recovered. 

Query : Cannot the sums be recovered from past 
members I :' j. ^ : 
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45. Notwitlistandin? anytliing contained in this 

Act, the Local Government may, by special order in societies 
each ease and subject to such conditions, if any. as 
it may impose, exempt any society from any of the registration, 
requirements of this Act as to registration. 

If the society were not registered it would not be a 
corporate body or enjoy the exemptions under sec. 28. 

This section and the next following are thus explained 
in the Government of India resolution : “ It was impossible 
to frame ariy set of general provisions which should coyer 
all conceivable forms' in which the principle of co-operation 
might usefully be applied for the benefit of small folk in 
India, ........ it was impossible to provide for all 

eventualities . a general section has, therefore, 

been added which provides that the Local Government 
. may permit any association whatever to be registered as 
a society under the Act, and may exempt any society 
thus specially registered from any of its provisions,^ or 
may modify' any of those provisions in their application 
to any such society. The position, therefore, stands as 
follows: 

In the body of the Act have been included those pro- 
vi.sions which it is believed will be suitable to the type of 
co-operative societies that is most likely to come into existence 
in this country, and these provisions will constitute the 
normal la%v, which will apply of its own force to these societies 
in general. But a Local ^vemment will have an absolutely 
free hand to depart from or vary them, on condition only 
that it does so by special order in each case and after full 
consideration of the circumstances which justify the depart- 
ture. Of course, it is intended that this power should be 
exercised only on behalf of societies the aims of which are 
consonant with the objects which the Act is intended to 
promote. 

46 . The Local Government may, by general or Power to 
special order, exempt any registered society from 

any of the provisions of this Act or may direct that societies 
such provisions shall apply to such society with 5-°™ 
such modifications as may be » specified in the Act. 
order. 

' E.g., the restrictions as to shareholdings in sec. 5. 
c, cs;a 15 * 
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Tie' Committee consider that this ' power, . may . be used ' ■ 
where difficulty is experienced in raising sufficient "share- 
capital for Central Banks. 

It . may also exempt any , registered .society from the 
exemption as to income-tax (sec. 28) and should do this if 
a Central Bank for instance puts profit-making before its 
real object of facilitating the working of co-operative societies 
or if a society deals with non-members, or limits unduly the 
number of its members [c/. sec. 42 (y)]. 

It may also modify the restriction as to residence in 
see. 6 (1) (a). 

47. (1) No person other than a registered : 
society shall trade or carry on business under any 
name or title of which the word '' co-operative ’’ is 
part without the sanction of the Local Government : 

Provided that nothing in this section shall apply 
to the use by any person or his successor in interest 
of any name or title under which he traded or carried 
on business at the date on which this Act comes into 
operation. 

Date : 1st March, 1912. The Punjab Co-operative Bank, 
Ltd., was registered before this date and has nothing to do 
with co-operation or the co-operative movement. 

There are, unfortunately, several instances of Registrars 
of Joint Stock Companies in different provinces overlooking 
this section and registering ordinary companies with the 
word " co-operative ’ included in the name. 

(2) Whoever contravenes the provisions of this 
section shall be punishable with fine which may 
extend to fifty-rupees and in the case of a continuing 
offence with further fine of five rupees for each day 
on which the offence is continued after conviction 
therefor. 

This is the only penal section provided for canying 
out the provisions of the Act and is directed against non- 
.'co-operators. ■■ ■ 

The word ‘ co-operative ’ has been grossly misused in 
America, and ^many failures of poorly managed private 
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joiixt-stiXtk enterprises iiave been' eliargecl against ,, tie 
{inoperaiive inetiod^ to its discredit of course, Every 
' vStater; BUouid ■ iave a' law prohibiting; the use ^ of...,:tie: . .v .. 

word *'■ Oo-operatix^e ' in the "'name ■■ of any, Jegal corpo- 
:.atioii unless that corporation is organised in conformity 
with these ciiaraeteristic essentials of the co-operative 
society.^ 

48, .. The provisions of the Indian Companies Indian com 
Act, 1882, shall not apply to registered societies, 

This is tne basis of the whole Act. The Companies' Act,^^^^^* .. 
is primarily a law go'vernmg organizations for .pecuniary: ,. 
proiit ; it is designed to meet the needs of capita,!. ■ 

Bat the Co-operative Societies Act is largely based 

■ upon, the Indian Companies Act, giving generally the powers, 

•of a Court to the Registrar. See notes to sec. 4, post . The 
iadian Goinjjanies Act applies to all companies, associations, 

, o,r partnerships for banking or acquisition of gain of 10 and 
■20 'members' respectively unless they are registered under 
.this Act. . ■ 

For Indian Companies Act, 1882, now read Indian Com 
panics Act, 1913. . 

.The elaborate provisions of .the Companies Act, however 
'necessary in the case of. combinations of capital on a large 
scale, .are wholly unsuited to societies of the kind it is 
to. 'encourage. "The first thing to be do.ne (in starting 
'operative Societies) was to take them' 'out of the operation; 
of the general law on the subject and to substitute prolusions 
-specially adapted to their constitution and objects.-rGovern- 
■riiient ■ of India]. ■ ■ ^' h' 

Exemption from the Companies Act carries' with it 
.,'oxeniption from.' pay'm.e:ot , of fees for registering ,' various' . 

.. documents, . balance-sheet, ■ etc. The exemption -does not , ' 

■ exten.d to co-operative so.cieties not. registered under this... 

■'.■'Act.;' "'. ■ ■ ■ '■■"■■■ 

49. Every society now existing wEich has been Saving of 
registered under the Co-operative Credit Societies 
. Act,' ^ri:9§4,': .shall ;be deemed. '.to .:be . registered' imder,":.:;- 'X:,/ 
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Repeal. 
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tliis Act, and its by-iaws sbaii, so far as tie same are 
not inconsistent with the express provisions of this 
Act, continue in force until altered or rescinded. 

50 . The Co-operative Credit Societies Act, 1904 
is hereby repealed. 
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As the question, of inserting penal clauses is bound to 
come under discussion in the near future, the following 
extract is added for reference. 

O^ences, Penalties, and Legal Proceedings. 

Friendly Societies Act, 1896. 

84. It shall be an offence under this Act if — Offences 

(a) a registered society or branch or an officer or Failure to 
member thereof fails to give any notice, send give notice, 
any return or document, do or allow to be 
done anything which the society, branch officer, 
or person is by this Act required to give, send, 
do, or allow to be done ; or 

{6) a registered society or branch or an officer or^e^^saiof 
member thereof wilfully neglects or refuses to 
do any act or to furnish any information " 
required for the purposes of this Act by the 
chief or other registrar or by any other person 
authorised under this Act,, o.r does anything 
forbidden by this Act ; or- ' 

\c) a registered society or branch or an officer or mem- False 

ber thereof makes a return or wilfully furnishes information., 
information in any respect false or insufficient ; 
or 

(d) an officer or member of a body which having User of 

been a branch of a society, has wholly seceded by 
or been expelled from that society, thereafter seSston 
uses the name of that society or any name 
implying that the body is a branch of that 
society or the number by which that body 
was designated as such branch ; or 

(e) where a dispute is referred under this Act to the Refusal 

chief or other registrar, a person refuses to to give 
, attend or to produce any documents, or to 

give evidence before the chief or other registrar. 
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Offences, fey 
societies to 
be also 
offences by 
officers, etc. 


Continuing 

offences. 


Fraud and 
misappro- 
priations. 


(I ) Giving 
false rules. 


(2) False 
declaration • 


(3) Mis- 
application 
of property 
of society. ! 


Fine for 
falsification. 


, 85. Where a registered society or .braacli. is guilty of 
an offence under this Act every officer of the society or: branch 
bound by the. rules thereof to fulfil any duty .whereof the 
'offence is^a breach, or if there is- no such, officer then every 
:meinber. of the 'Committee, imiess,. that member is proved 
to have been ignorant of or to have attempted to prevent 
the com,mission of the offence, shall be liable to t,he same 
penalty as if he had committed the offence. 

86. Every default under this Act constitiitmg an: 
offence, if continued, shall constitute a new offence in e'very 
week during wffiich the default continues. 

87. (1) If any person, with intent to mislead or defraud,., 
gives to any other person a copy of any rules, laws, regida- '' 
tions, or other documents, other than the rules of a registered 
society or branch, on the pretence that they are the existing 
rules of that society or branch, or that there are , no ■ other 
rules of the society or branch, or givefs to any person a copy . 
of any rules on the pretence that tiaose rules are tb,e ruie«. 
of a registered society or branch when the society or branch 
is not registered the person so offending shall be guilty of a" ' 
misdemeanour. 

(2) If any person Imowingly makes a false or fraudiileiit ^ 
statenient in any statutory declaration required by this 
Act, he shall be guilty of a misdemeanour. 

(3) If any person obtains possession .. by false repre*," 
'seiitation or imposition, of any property of a registered society 
or branch, or withholds or misapplies any such property 
in ' his possession, or wilfully applies any part thereof to 
purposes other than those expressed or directed in the rules 
of the society or branch and authorised by this Act, he shall, 
on ' such complaint as is .i:a this section mentioned, be liable 
on summary conviction to a fine not exceeding twenty 
pounds, and costs, and to be ordered to delivC'r up all such 
property, or to repay all sums of money applied improperly, 
and in default of such delivery or repay m,eiit, or of the pay- 
ment of such -fine and costs as aforesaid, to ' be imprisoned, 
with or without hard labour, for any time not exceeding- 
three months. 

88. . If ' any ''person wilfully makes, orders, or ailow^s 
to be made, any entry, erasure in or omission from a balance- 
sheet of a registered society or. branch, or a return or docu- 
ment required to be sent, produced, or delivered for the 
purposes of this Act, with intent to falsify the same or to 
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evad© aay of tlio provisions of this Act, he shall be liable ,t’0 , 
a fine not exceeding fifty pounds. 

89 A society or branch, and an officer or member of 
j. society or branch, or other person guilty of an offence 
under this Act for' which a fine, is not expsessly provided proTisiou. '. , 
si ah be liable to a fine of not more than five pounds. 

•■—If the Act, rules or bve-laws prescribe that a general 
must foe convened on the demand of many^ members, a penalty should 
■foe attached to failure so to convene a meeting. 
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(Note : Continnous references to such items as the Indian Companies Acfe^ 
etc., with which the reader is not likely to be concerned, ha 
been omitted.) 

Accounts, 175. 

Address, 100. 

Adherence, unconditional, 161 — 2. 

Admission of members, 160 — 

,\Age of members, 84 — 5. 

Agricultural bank, 2. 

Agriculturist, 87. 

Amendment of this Act, proposed, see notes to preamble, sections 10, 22 
33, 34, 35, 36, 39, 42, 43, 48. 

„ by-laws, 91, 92, 158 — 9. 

, „ rules, 152. 

Amount of loan, 194. 

Appeal, 142, ,147. ' 

„ against refusal to register, 219. 
from award, 186. 

from order of dissolution, 143, 219, 

■ from order of liquidator, 147, 150. .. 

Appiicatloni’or registration, 87, 154. 

Ai’bitrator or arbitration, 179 — 183. , 

Area lor membership, 84, 86. 

Ascertainment of debts of members, 163. 

Attachment, exemption from, 109 — 110. 

Audit, 101—105, 176—7. 

Award, defined, 1^0. {See Arbitrator.) 

. . stamp on, 121. 


.Balance sheet, 176 — 7. 

..Bankers’ Books Evidence Act, 116 — 7, 178, 
Body corporate, 105 — 6, 144. 

Bonus, defined, 109.. 

„ prohibited, 134. 

Books of a society, 116 — 7, 175 — 6. 

,, certified entries of, 116 — 7, 178. 
Bydaw, 69, 8S, 89, 155—160. 

^ „ amendment of, 91 — 2, 158 — 9. 

„ defined, 68. 
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Oanceliatioia of registration, 143. 

„ ■ effects of, 144 — 5. 

5 , ,, ■ liquidator’s action on, 220. 

Capital ” expiaiiied, S3, 109. 

' , from reserve fund, 166, 209. 

„ interest on, 135 — 6, 218. (See Interest.) 

Capitalist and Co-operation, 16 — 7, 19 — ^22. 

Cash credit, 199. 

Central bank, 76. 

Cert ideate of ameadnient, 91—2. 

,, of entries in books, 178, 

„ of registration, 90, 91, 154.. 

Charge for audit, 102 — ^3. 

„ upon share or interest, lOS-’-lk 
Charitable Endowments Ac=t, 138. 

„ purpose, 138. 

Collector, defined, 102. 

„ may inspect, lO'L 

„ may direct 'meuiry, 139. 

Combination of objects, 25 — 29 , 

Committee of 1900, 3. 

1001, 4. 

management, 53, 70, 170 — tb 
„ defined, 69. 

„ disqualification for, 172 — 3 

„ duties of, 173 — 4. 

„ election of, 171. 

„ powers of, 173, 

„■ removal from, 173. 

„ on Co-operation, 1, 7, 44 — 56. 

Common good fund, 212. 

Compuision in Co-operation, 14, 

Compulsory by-laws, 156 — 7. 

Conditions of registration, 84. 

Consequences of default, 159. 

Contribution, 147, 149, 220 — 1. 

„ to charitable purpose, 138. 

Co-operation, definition of, 9, 10, 11. 

„ principles of, 11, 17. 

Co-operative spirit, 12. 

Co-operative,” use of word prohibited, 226. 
Co-partnership, 20. 

Copies, 100, 178. 

Corporate body, 105 — 6. 

Costs of inquiry, 142. 

„ „ liquidation, 220. 

Credit society, conditions of, 44, 56. 

Creditor, right of, to apply for inspection, 141. 
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asGeitammenfcof, 163. 

„ full disclosure of j 162, 
lieceased member, 110 — 12, 115. 

,, 5 , value of interest of, 1 .2. 

■: lleiiaitions and explanations— ' 

„ agriculturist, 87, 

„ amendment, 92. 

„ arbitration, 179. 

„ audit, 103. 

„ award, ISO. 

„ balance sheet, 176. 

„ banking facilities, 200 

„ bonus, 109. ■ 

„ by-laws, 68, 

„ capital, 83, 109. 

,5 certified copy. 178. 

„ charitable purpose, 138, 

„ collector, 102. 

„ committee, 69. 

„ contribution, 149. 

,, co- 0 |)eration, 9, 10, IL 

„ debenture, li8(t?0. 

„ deposit, 128. 

„ dispute, 181, 1S2(^^). 

5 , financial facilities, 200. 

„ funds, 132. 

„ immovable property, 124. 

„ interest, 42, 84, 98. 

„ invest, 132. 

„ joint stock company’, 76. 

„ limited, 78, 

„ local o vernmeiit, 71. 

„ member, 69, 

„ movable property, 124. 

„ oflicer, 69. 

„ past membe.', 114. 

„ person, 70, 84. 

„ person claiming through a member, 162. 

„ registered society, 69. 

„ registrar, 69. 

„ renewal, 204(n), 

„ reserve, general, 208. 

„ 5 , specific, 209, 

„ rules, 69. 

„ share, 165. 

„ short term loan, 201, 

• „ sign, 88. 

Delegation of powers, 223. 
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Deposits, 166. 

„ accounts confidential, 167* 

„ from non-members, 127 — 130* 

Disputes, 179, 181 — 3. 

Disqualifications of members ot committee, 172—3. 
Dissolution of society, 142 — -3. 

Distribution of profits, 134 — 7, 216 — ^9. 

Dividend, 134 — 7, 216 — 9. 

Division of funds, 134 — 7. 

Duties of members of committee, 173 — 1. 

„ „ societies, 100—5. 

Economic interests, 23 — 30, 75. 

Education and co-operation, 138. 

Eighteen years, 84 — 5. 

Election of committee, 171. 

„ „ members (See Member). 

Evidence Act, 117. 

„ before arbitrators, 184. 

„ of entries in books, 116 — 7, 178. 

„ of membership, 115 — 6. 

„ of registration, 90. 

Exclusion of political and religious discussions, 153. 
Exemption from attachment, 109 — 110. 

„ „ Companies Act, 227. 

„ „ Income tax, 119 — 20. 

„ 9 , Registration, 118, 121, 122. 

99 99 Stamp duty, 119, 121. 

Expulsion, 190. 


ij amine Commission, Report of, 3, 

-Full disclosure of debts, 162. 

Funds, division of, 134 — 7. 

, investment of, 132. 

„ raising of, 164 — 8. 

Cenerai meetings (See Meetings). 

Government Savings Bank, 65, 132 — 3. 

Immovable property as security, 123, 126 — 7. 
Income Tax, exemption from, 119 — 21. 

Indian Registration Act, 118, 121 — 2. 

Indian Trusts Act, 13 — 4. 

Inquiry by registrar, 139 — 41. 

99 99 99 costs of, 142. 

„ prior to registration, 155. 

Inspection of books, 141. 

>9 99 99 at instance of creditor, 141, 

99 „ documents, 152. 
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Inspeofcioii of riiies and by-laws* iOi — 1- ■ ■ 

Interest, ex|)iaiiiod, 41*, 84, ^' 6 , 

„ general discussion, 37 — 4-4 
„ bow composed, 41 — o. 

■„ religion and, 38 — 4i. 

. on capital, 135 — id ■ 

. „ on loans, 208. 

Investment of funds, io2. 

Joint Stock Company defined, 76,, 

„ „ „ x^roliibited from niembemiiip, 103, 


Labour Party, 22. 

Legal Practitioners in arbitration, 183, 187, 
Liability, 31 — 0, 74. 

„ limited, 79. 

„ unlimited, SO — 2. 

' ■ of deceased member, 115. 

„ of members, 79, 93 — 4. 

„ of past members, 113 — 0. 

,, maximum, 168. 

„ and shares, 149. 

Limit to number of members, 15, 60, 214— 8. 

* Limited ” explained, 78. 

„ at end of name, 84. 

Limited means, persons of, 60 — 7. 

Liquidation, 140 — 153, 220 — 3. 

„ disposal of books on, 149. 

„ summary powers of recovery on, 15L 

Liquidator, powders of, 146 — 7* 

Loan, 48, 123, 193—208. 

„ amount of, 194. 

,, employment of, 53- 
„ interest on, 208. 

„ maximum, 195 — 6. 

„ order of preference, 193. 

„ period for, 200 — 3. 

,, punctuality in repayment of, 203-4. 

„ purpose of, 49, 196 — 200. 

„ recall of, 51. 

„ renew^al of, 204. 

„ security for (iSee Security, Sureties). 

„ supervision over expenditure, 51. 

„ to members of committee, 193. 

Loans^.on trust, 207, ■ 

Local Government, defined, 7L 
„ ,, and appeals, 143. T 

„ », and distribution of profits, 134 
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Local Government may exempt from conditions as to registration, 223. 

, jj, „ provisions of this Act, 223. 

„ 3 , ,, appoint Registrar, 71. 

„ „ make rules, 152. 

„ 5 , „ vary liability, 74. 

„ j,, „ prohibit mortgage security, 123. 

„ „ „ prohibit transactions with non-members., .1211.., , 

„ „ „ sanction use of “ Co-operati ve ” i i name, 225. 

Iviaximum dividend, 217. 

„ liability, 168. 

„ loan, 195— -6. 

„ number of shares, 153. 

Member, age of, 84 — 5. : 

„ admission or election of, 47 — 8, 70, 160—4. 

„ deceased, interest of, 110—12. 

„ „ liability of, 115. 

,, definition of 69, 70. 

,, deposits of, 166. 

disqualifications of, 161. 

„ expulsion of, 190. 

„ liability of {See Liability). 

3 limit to number of, 56, 214 — 6. 

, past (>6^ee Past member) 

„ register of, 115 — 6, 179. 

„ removal of, 191. 

„ restriction of benefits to, ^45, 75, 123 — 4^ 129 — 122. 

„ restriction on interest of, 82, 84. 

„ rights and liabilities^of, 93 — 4. 

„ vote of, 95. 

„ withdrawal of, 189. 

,5 -women, 163. 

3, of committee (>$'ee Committee of Man geme.it ' 

3'eetings, I5S, 168 — 70 
Minors, 85, 160 — 1. 

Moral efiects, 18. 

Mortgage security, 123, 126 — 7. 

Moveable property as security, 123 — 5. 




Nam-^ of society, 157 
„ s» “ limited ” at end of, 84. 

Xicolson, Sir F., 3. 

Nominee (or nomination), 110- — 2, 192r 
Non-agricult'arai societies, 79. 

Non -members as suretie-^ 206 — 7. 

„ dealings with, 123, 127, 129—132. 

„ rights of, 131 

„ maximum liability from, 127 — 9, 

Number of members, limit to, 56, 214 — 6. 
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' '.'jailis Act,. 184, 

Object of loan. (See Purpose}* 

5 ,'; of reserve 213. ’ # " 

, . of . societies, 23— -30, . 74. : 

‘*; Ofeer*’ defined, 69, 71. 

. , Order of preference lor loans, 193. 

ttpast'.member” defined, 114. 

„ liability of, 113 — 5. 

, , Patronage rule, ,218. 

Parrabroking, 124. 

Payment on withdrawal, 189. 

Period for loans, 200 — 3. 

Personal sureties, o2, 205. 

Person claiming through a member, 182. 

■“ Person ” defined, 70, 84. 

: ' ■ ' of limited means,. 66 — 8 . 

^ , Pioneers, Rochdale, 6 , 11 , 58, 59 . 

, Powers of Committee, 173. 

„ of Local Government (See Local Government-)? 
■Principles of Co-operation, 11 , 17. 

Prior claim, 106 — 8. 

Privileges, 105 — 123. 

' Productive purpose, 49, 196— -200. 

Profits, distribution of, 211 , 216 — 9. 

„ on capital, 135— 6, 218. 

Promotion of thrift, 55, 64. 

. Proxies, 96—7. 

, Public De.mands Recovery Act, 161. 

Publication of balance sheet, 177. ' ' 

■ ■ Publicity, 54, , iOO— L 

Punctuality in repayment, 56,. 203— 4. 

' . ; , Purpose of loan, 49, 196—200, 

.■■;.' rQualifications of sureties, 206 . 

Quorum at a meeting, 169. ' 

'..Raiff-eisen principles,^ 57.' '■ 

. .. . Rate of interest, 208. 

' Becali of loan, '51. , 

. .Recovery of costs, 142. ■■ 

Recovery of sums due to .Go'vernmeiit, 224. 

.Registered Society, definition of, 69. " ' 

5 ? 5 , duties of, 100 — o. 

« privileges of, 105—123. 

Register of members, 115—6, 179 
Registers, 175 — 6. 

■ ^Registrar, ^ appointment of, 71. ^ ' 
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egistrafs defined, 69. 

dnfeies of, 71-3, 90, 91, 101. 

„ power of, to decide ^uestio is, S7o 
„ power of, to inquire, 139. 

' Registration Act, 118, 121 — 2. 

„ application for, 87, 154. 

,, cancellation of, 143. 

,, certificate of, 90. ^ 

„ conditions of, 73 — 82, 84. 

discretion as to, 77; 

,, effects of, 91. 

„ evidence of, 90. 

„ inquiry prior to, i55o 

„ necessity for, 77. 

Re'igions matters excluded, 153. 

Removal of members of the Committee, 173. 

Renewal of loans, 204. 

Republican constitution, 53. 

Reserve, general, explained, 208. 

,, specific, „ 209. 

„ fund, 166, 208—214. 

, ,, disposal of, 209, 212. 

„ ; „ employment of, 213. 

„ „ object oi, 213 — 4. 

Reside, 86. 

Resort to money-lenders, 163. 

Restrictions on borrowing, 127 — 9, 

„ of interest, 82—4, 153. 

„ on loans, 123 — 7. 

„ on membership, 214 — 6. 

„ on transfer of share or interest, 97 — -9, 

„ on transactions with non-members, 129- 

Beturiis, 177 — 8. 

Revocation of nomination, 192 — 3. 

Rights of members, 93 — L 
Rochdale Pioneers, 6. 11, 58, 59. 

„ Plan, 59. 

Rules, 152 — 224. 
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Savings Bank, 65, 132 — 3, 166. 

Security for loans, 52, 205. 

„ „ „ immovable property as, 123, 126 — 7. 

„ „ „ movable property as, 123 — 5. 

, '■ • , ' „ ■ . „ ' ' shares as, 125. 

Self-help,' ,66. 

Set-off, 108 — 9* 

Shares and liability, 82. 

„ charge on, 108 — 9. 

,, exemption from attachment, 109 — 110 
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Sliares genera! discussion on, 164 — 5. 

„ liolders, rales as to, 160. 

„ maximum holding, 153. * 

,, transfer of, 98 — 9. 

„ ¥alue.of, 122. 

„ and voting power, 95 — 0, 

‘ Sign,” denned, 88. 

Socialism and Co-operation, 19— ‘22, 

Societies which may be registered, 73* 

Stamp duty, 121. 

Strictness essential, 7, 56. 

Summary powers of recovery, 151. 

Supervision of expenditure of loans, 51-^2. 

Sureties, 52, 205. 

„ qualifications of, 206. 

„ non-members as, 206—1. 

„ sanction to renewals necessary, 204. 

Teaching, necessity of, 46, 47* 

Thrift, 55, 64. 

Trade Union, 19 — 22. 

Transfer of share or interest, 110 — 12. 

Transfer fund, 99, 

Transactions with non-members, 123, 121, 129— *32, 
Trusts Act (Indian), 133* 


CJnoonditional adherence, 161 — 2, 

Unions, 76. 

Unlimited liability (See Liability), 74, 80, 

„ „ consequences of, 35—6. 

„ ,, how limited in practice, SO— 2 

Unregistered' society, 77—8, 

Usury Laws, 38—9, 


Value of , deceased member’s' intarest, 192, 
„ ashare, T12, ' 

.Vote,: 53,: 95— 7. 

. , 5 , ' ^ 'proxy, 90—7* . 


' W,indlng up, 146 — 51* 
Withdrawal, 189. , ' 

, ^'payment on, 189, 
Women, 82, 103. : ■ 


